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1| | 

| THE CHAIRMAN: I will now call the meeting 
2 to order. 
3 This morning we have a submission from 
4 the Canadian Consumer Loan Association. Perhaps your 
| Spokesman would introduce the delegation, | 
6 MR. OAKES: Good morning, Mr. Chairman 
7 and gentlemen, my name is Frederick Oakes. I am eaten 
8 of the board of directors of the Canadian Consumer | 
9| Loan Association, and also director of public relations, | 
10 Household Finance Corporation of Canada, Toronto. 
11 With your permission, Mr. Chairman, I would 
12 like to introduce my colleagues here; MEOLeT TOs Picard, 
iS director, Canadian Consumer Loan Association, president, 
14 Lucerne Finance Corp., Ltd., Montreal; Mr. C. M. Cawker, 
15 director, Canadian Consumer Loan Association, president, 
16| tombank Finance (Eastern) Ltd., Belleville; Mr. A. M. 
17 Masson, director, Canadian Consumer Loan Association, 
18 president, Independent Finance Corporation, Ltd., 
ed Oakville; Mr. D. F. McClure, senior vice-president, 
20 


Household Finance Corporation, Chicago; and Dr. A. K. 
21 Eaton, consultant, Canadian Consumer Loan Association, 
director, Beneficial Finance Co. of Canada, Toronto. 
When we initially submitted our brief in 
July, Mr. Chairman, we had intended at that time to 
make an opening statement. The opening statement on 
behalf of the Association was to be read by Dr. A. K. 
Eaton. However, I understand it is the wish of the 


Commission that we proceed with the main subject matter. 


and I think it is unnecessary to read it again. However, 


THE CHAIRMAN: We have all read the statement, | 
| 
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1 
| the official reporters might incorporate it in the 


proceedings, if that is satisfactory. 


3 

MR. OAKES: We would appreciate that, sir; 
4 

thank you. 
5 
6 
. SUMMARY AND OPENING STATEMENT 
7| ; 
; Submitted to 
9 | 
| ROYAL COMMISSION ON BANKING AND FINANCE 
10 
11 on behalf of 
12 
| CANADIAN CONSUMER LOAN ASSOCIATION 

13 
14 
15 
16| ' INTRODUCTION 
17 iE In July the Canadian Consumer Loan Association 
18 submitted a brief to this Commission. Mainly this 
19 presentation was descriptive. It set forth the | 
20 important facts about the kind of business carried on 
21 by the members of this, Association as weil as telling 
22 of the activities of the Association itself. 


2. Helpful advice was given to us by your 
Secretariat as a guide in the process of selection so 
that in enthusiasm to tell all the account would not be 
over-loaded with matters not of direct concern to the 
Commission. The result is a document which we think 


gives a precise and informative account of affairs in 


In a sense it is a quite human document. | 


our industry. 


It gives a picture of the part played by our industry 


in carrying on a useful community service, mainly in | 


edt nt af steroqid ont Siete. Ts 

; _qupdohibtine et aeue % ,@Bs | 
[ ’ : 7 a) 

iviu’ ded steloeuqg] aivow S¥ . cBERND a ' “e 


a 
4 . | ang Paes sep oat 


PENMIELGY BALCAMED 


worpouaogTHt * |, 


Foose aecnl vatiuecoS asftbeced sdv ylepue ve kL’ 
stat yioisr nolmetatin® aetds 23 Ioted & bedtletye 
‘nol Soe 2I. .svidégluoseh sew aolvecneretg 
af 
a! seuntced to bold aid tyveds etas?.gaetyogat oc 


w as aoltetoo2zes @lat Yo evadmen 247 yd 


; tiost: molteboceesa 4d¢ Yo seltatvitoe sifs to 


4uOoy vd au oF nevi) eae eotves Ivtqiel 8S 


b ov gos \uiée “to abadeua ede ai ehiug & Os Felsadpzse& 
ed Joa hbitew tavosoe’ sad Lise fae; og, mast mo at shee 
7 

, 

oi5 of trisan@D jueteh to tag syety an som Pebeos-rove 
anid? ew dzid« ¢nsmiioob s ot i Saat eat -sotaeim 

. i 2 
mi ezicectte Io Frtpoose evbdumiotias baa reetg 
* 


ace 
-dnemuogb samc os tup s ei J. sages. . 1k. fae f 
7; 7 j 


vod 


nae 


_ 


“qed aubmt “ao ¥d vensia bic: 


ate aan 


iy 


Nethercut & Young br 5518 ~— 


Terente, Ontario 
1 urban areas. 
2 
CASE FOR IMMUNITY FROM ANY CONTROL 
‘ Lr Four sets of facts which we think are 
: particularly significant to our case emerged from 
. this presentation - 
‘ (1) Consumer loan companies as such (members of. 
d our Association) Supply only a very small part 
: of the credit extended to consumers in Canada - 
: 14.4%. If to consumer loans and credit were 
10 


added chartered bank loans ‘other than personal 


loans' - this being the larger overall total of 


credit under monetary authority - it is found 
that consumer loan companies are responsible for 
only about 6% of total loans and consumer credit 
in Canada. Quite clearly our industry is not 
important to monetary authorities in ordinary 
overall credit control policy. 

(2) The most frequent sort of loan made in our 
business is for the consolidation of existing 
debts rather than for additional spending - about 


32% of the total. Another group adding up to over 


30% of the total are mainly to meet unusual 
emergency demands such as for sickness, moving 
expenses, clothing, repairs, taxes, insurance, 
education and assisting relatives. Travel claims 
about 11%. Loans for the purchase of automobiles 
amount to 11.08% of the total but it is fair to 


assume that this is almost entirely for the purchas 


of second-hand cars - plain transportation. 


Clearly these are not the sort of loans that should 
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1 be subjéct to restrictive pressure from monetary 
2 > » policy under any circumstances. 
3 |i q (3) The largest nnnben of our borrowers fall 
“ ; in the 25-29 age group and over one-third are 
§ in the $300-$400-a-month income group. About we 
6 are skilled or semi-skilled workers. Mostly 
7 our borrowers are young married couples with a 
8 moderate income needing occasional accommodation. 
9 (4) In times past it has been believed by some 
10 that our companies have literally driven people 
11 into debt by aggressive pressure for more business. 
12 The facts today show that this is far from the 
13 truth. Only about half of those who come to 
14 us for loans are able to meet our credit standards. 
15 4, These facts are summarized here in support 


16| of the proposition that, if for any reason the Commission 
17 has in mind recommending any general extension of 

18 control over ee in Canada our industry should be 

19|| left alone. 77% of our business is already well 

20| regulated under the Small Loans Act. 

21 ie The brief submitted in July was primarily 

22|| descriptive of our industry. This present submission 

23) is mainly analytical and argumentative. It will 


24| conelude that in the general field of credit control 


25 the status quo should be maintained, that present 


26|| methods available for credit control in Canada are adequate 


27|| for the purpose. 


NO CASE FOR LAW LIMITING CONSUMER CREDIT 


6. Before discussing certain technical aspects 
s 30 | 
of our business in relation to the matters being looked aM 
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1| by the Commission it would be appropriate, we think, . 
2) to comment on a general question which, to say the 

3 least, is of importance to our industry. The question 
4 is whether consumer credit in Canada has gone beyond 

5 safe limits, whether the buy-now-pay-later vogue is 

6 dangerous and if so what, if anything, should be 


7 done about it. We would like to place our views on this 


8 question before you. This subject may sound a bit pro- 
9 fessorial but we are not so modest as to suggest that 
10 our views, the facts on which they are based and our 
day to day experience in this field would not be of 
value in arriving at a sound conclusion. 

‘he In any capitalist community there is always 
a group of savers, people who want to postpone 


consumption or who are willing to do so at a price - 


a lending rate of interest. Also in the same community 
there is a group who want the immediate use of savings 
of others for business purposes or as in our case to 
advance the time of consumption. This group need or 
want somebody else's savings now and for this they are 
willing to pay a price - a borrowing rate of interest. 
These are both natural phenomena in our economy and over 
all the pricing process governs and acts as a regulator. 
8. Supply and demand, the lenders and borrowers 
are brought together in offices from coast to coast 

by members of our Association who are businessmen and hav 
realized that here, just as in all other sections 

of the private enterprise economy, profits may be made 
by securing supply at a price and meeting demand at 


a sufficiently higher price to cover costs and afford a 
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reasonable profit in doing so. That about sums it up. 
9. The suggestion that there might possibly be 
need for measures to check the expansion of consumer 
debt bothers us a bit and we confess we do not see the 
basis on which any government interference with the 
operation of ordinary market processes in this field coul 
be justified. 

LOY Surely consumers rather than their govern- 
ment are the best judges of the extent to which they 
want to borrow at a price to finance present consumption 
as against waiting to pay for it out of their own Se vineal 
It is a simple question of when and at what price. 

igi Ee It might possibly be suggested that the 
country would be better off if more of the available 
savings were devoted to financing capital expansion 

in the business world rather than used to accommodate 
immediate consumption. This argument, we believe, will 
not stand up. The volume of savings»in ay freenecononmy, 
in the absence of artificial interference very properly 
flows in the direction where demand reflected in price 
pullsiat.. If, therefore, there is fair competition 

for the use of capital in the community, and we believe 
there is, it is our contention that the greatest 
economic good for the country as a whole results from 
this free play of economic forces through the pricing 
system. We do not think a tenable case can be made for 
interference with it by political authority. We 

realize that an attitude of smug paternalism comes quite 
easily - $03 too easily - in discussion of consumer 


credit but we do not think there is a sound basis for a 
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policy based on this attitude. 

T2. It is very easy these days to go into debt. 
Advertising media are currently crowded with invitations 
to the public to buy now and pay later, sponsored by 
so-called hard-headed businessmen. Human nature being 
what it is it 1s perhaps not surprising that this appeal 
makes headway. Quite obviously it is the vogue these 
days but we suggest that the immoderation of a small 
percentage in this direction is over emphasized. 
Certainly in our view there is nothing in the situation 
a national concern. Our industry can predict with 
considerable certainty that in many directions these 
apparently generous offers of credit will be found not 
to be profitable and will be discontinued. Collection 
costs, delinquencies and defaults can very soon play 
havoc with profit margins. This our industry very well 
knows from experience. 

Si We believe that ordinary business prudence 
will be the factor which will reduce offers of 
consumer credit to reasonable proportions. We believe 
that the experience of our industry bears this out. 

14. Perhaps from the facts of earlier and out- 
dated times some people still believe that small loan 
companies practically force lower income groups into 
debt at unconscionable interest rates. This simply is 
not true. The plain fact is that a offices from 
coast to coast receive a steady demand for credit. 

For the industry as a whole scarcity of willing 
customers is not the problem. The truth of this 


statement as stated earlier is borne out by the fact 
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1 that about half of the total applications for loans 
2 that come into our offices are turned down because the 
3 would-be borrowers cannot meet our standards of credit 
4 worthiness. 
5 Ung We do not claim that this policy reflects 
6 altruism on our part in protecting would-be borrowers 
7 against themselves. The plain fact is that we are 
8 merely protecting ourselves against unduly high 
9 collection costs, losses and inevitable bankruptcy. 
10 As a result of these prudent lending policies 
11 delinquents in instalment repayments of loans in our 
12 industry are not unreasonable. This, we suggest, is a 
13 reflection of good businesslike conditions in our 
14 


industry. Our write-offs for bad debts are consistently 
15 less than 1% of total loans. This, we submit, is 

16 the best evidence that for our industry at least, 

17 loans in relation to income of borrowers, are on an 

18 eminently sound and reasonable basis. 

19 16. So when it is suggested that there may be danger 
20 inherent in the level of consumer debt in relation to 

21 income our answer is that so far as our industry is 

22 concerned there is no danger whatsoever. As a matter 

23 of ordinary business prudence we see to it that debt 

24 does not get out of line with income borrowers. Our 

a small loss ratio bears this out. | 

26 ty os It is common knowledge that practically all 
27 our members advertise to attract more business. All 

a try to attract their own share of credit-worthy 


id They naturally continue to do this even 


borrowers. 


a though about half the applications have to be refused 
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1 pecause further debt would go beyond our criteria 


2 of debt in relation to income. We think the advertising 


3 in our industry is merely a healthy reflection of a 
4 good competitive situation in an important field of 


5 business. 


6 
© SION i IO ee Se ee 
; 18. In the opening portion of this submission it 
. was argued that the nature of our loans and the type 
‘ of person to whom they are made are such that this 
lending activity should always remain outside the 
a scope of restrictive pressure from monetary policy. 
4 In no sense can our loans generally be regarded as 
inflationary, contributing toward price instability 
a in the business world. It is now proposed to examine 
% various technical aspects of our industry to show how 
: mercreeriace 4t would be to attempt to apply ordinary 
: conventional methods of central banking control in 
18 
our case. 
19 
19. Briefly stated, the mechanism of monetary 
- policy is based on the fact that banks accept deposits 
= from the public and the law requires them to keep a 
ef reserve of cash on hand against them. Deposits are 
. of two kinds, demand and saving and because of the 
‘ existence of the former the banks are persuaded in 
p practice to maintain over and above cash a certain 
2 ratio of liquid assets to these deposits. The 
Bs chartered banks hold large portfolios of Government 
r securities both long and short term. They are large 
4 and frequent dealers in securities. The regulative powe 
30 


of the Bank of Canada over them rests in the fact that 
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the Bank of Canada can alter the percentage of cash which 
the chartered banks must keep against deposits. The 
Bank can also instantly increase or decrease the volume 
of cash (deposits in the Bank) outstanding available 
for reserves by buying or selling securities - open 
market operations. 

20%. A mere glance at the balance sheet of a small 
loan company will show how meaningless it would be to 
attempt to extend these conventional methods of central 
bank control to our industry. It was stated above that 
the control mechanism is based on the fact that the 
banks accept deposits. Our industry does not have 
deposit liabilities. We have no general outstanding 
liabilities to the public and not being vulnerable to 
withdrawals we have no reason whatsoever to maintain 
cash reserves. Cash on hand in our industry is kept 

at the very minimum consistent with the ordinary 
operations of doing business. Our objective is to be 
completely loaned up at all times. 

ou Similarly with no deposit liabilities to the 
general public liquidity is not important to us in this 
respect. Ordinarily we have no occasion to hold Treasur 
Bills or to invest in short-term paper. We rarely buy 
or sell government securities. It is clear that the 
control mechanism developed over the banking system is 
founded upon the natural and inherent functions and 
vulnerabilities of the banks. It would be quite meaning 
less to attempt to apply the same requirements to our 


industry. It would just not make sense. 
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1| DEPOSITS IN THE BANK OF CANADA AS A REQUIREMENT 

2 4 LU a ye be suggested that for control pur- 
3 poses our companies should be required to maintain 

4 deposits in the Bank of Canada equal to some proportion 
5 or’ their SueE taba loans, i.e. , €qual* to some” pro- 

6 portion of their assets, not their liabilities. We 


7 think we understand the reasons why banks found it 


8 prudent and subsequently were required by law to maintain 
9 cash reserves against deposit liabilities but it is 

10 a quite different matter, without deposit liabilities 

vor pe required” to stemlize” acertain  proporvion 

of company capital setting it permanently aside for no 
use whatsoever. This would merely destroy the useful- 
ness of a certain portion of our capital and accordingly, 
would reduce the profitability of our business to no 
good purpose. Incidentally, it might be noted that open 
market operations of the Bank of Canada which so directl 
influence the volume of cash deposits in the Bank: 

held by the chartered banks, would pass our companies 

by completely since they do not accept deposits 


and do not deal in government securities. 


CONTROL OVER FLOW OF FUNDS INTO CONSUMER CREDIT 

23; Since the ordinary methods of central bank 
control over credit are not appropriate to the situation 
in our industry it might be suggested as an alternative 
that there munud be some direct control over the flow 
of funds into our industry for re-lending. This 

thought is a bit overwhelming in its implication. 


ou A glance at the liabilities side of the balance 
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sheets of our companies will show some variety in the 
source of loan funds with considerable difference as 
between companies. This is not surprising in view of 
their diversity in size and eee Some are controlled 


while others have no affiliations at all with other 


companies. Equity capital, of course, is a common source 


of funds for all but its importance is not the same 


for all companies. Perhaps about the only generalization 


that can be made about the source of loan funds is that 
in the main they come from long-term borrowing. Probably 
it would be fair to say that in this dynamic business 
expansion of operations is generally financed through 
short-term obligations which are subsequently funded 
into long-term debt once the higher level of business 
has been consolidated. This seems to be the natural 
pattern of development. However, after having said 
this it must be admitted that there is no very deep 
significance in the distinction between long and short- 
term indebtedness between controlled and controlling 
companies. The distinction here is essentially quite 
artificial. At this point it might be mentioned 

that about 65% of the small loan business in Canada is 
in the hands of two companies which are wholly-owned by 
United States companies carrying on the same business, 
This the Commission should know in attempting to assess 


conditions in our industry, particularly with respect to 
this question about the source of funds. 
25, While long-term borrowing for short-term re- 


lending is the general rule our companies, without 


. 


exception, do resort vo short-term financing. Some, 
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particularly the larger well known companies, sell their 
notes to various categories of industrial companies 

who at times have idle funds for temporary investment. 
But mainly the source of short-term funds, apart from 
financing through affiliates, is the chartered banks. 
All of our companies depend on bank credit to some 
extent but again in varying degrees. 

26. One can scarcely visualize the complex of 
controls that would be necessary under these circumstance 
to regulate the total flow of funds into the small 

loan industry if that were deemed desirable. Further- 
more, if the flow of funds into our industry were 
regulated it must be assumed that sales financing 
generally and consumer retail credit would likewise have 
to be brought under similar control. It is suggested 
that with this volume and variety of lenders and 
creditors it would be i little short of fantastic to try 
to prescribe limitations on the sources of funds lent 

or credit granted. It would involve a bureaucratic 
exercise beyond the scope of anything seen in peace- 
time in a so-called free enterprise economy. And 

even then it could not possibly be done fairly. 

a OP It was mentioned above that all our member 
companies depend on the bank borrowing to some extent 

as a source of loan funds. From this it might be 

argued that central bank pressure on the chartered 

banks will work its’ way down into lessened accommodation 
for consumer loan companies forcing them to reduce 

their volume of re-lending. This might seem to be 


a fair answer to those who think they see the need for 
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| 
1| control over small loans and consumer credit. We do 


not think, however, that this would be a very well 
3 founded conclusion. Actually for our industry as a 


“ whole absolute dependence on borrowing from Canadian 


banks is really not so important as might appear on the 
surface. 

28. It was mentioned above that 65% of the small 
loans in Canada are made by two companies which are .. 
wholly-owned by U.S. companies in the same business. 
Both of these companies habitually borrow quite 

heavily from Canadian banks. They regard it as good 
business to match assets in one currency with liabilities 
in the same currency. But it must be realized that in 
periods of stringency this rule can be relaxed. At 
such times the parent companies may be able to help 
them out at less cost than alternative sources of 

funds in Canada. However, it must not be lightly 
assumed that additional funds are always readily avail- 
able from parent companies in the United States. 

Usually at any point of time the trend of monetary 
policy is the same in both countries and it may be 

no easier or cheaper for the parent to secure banking 
accommodation in the United States than it is for the 
subsidiary to secure funds in Canada. 

29. In any event our brief submitted to the 
Commission in July records the fact that the effects 

of a tight money policy hit very unevenly the operation 
of our member companies. Quite frankly we do not think 
d with much assurance assert that through pressur 


we coul 


from the chartered banks in a tight money period the 
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total of small loans outstanding would likely decrease 
or even stop increasing if the demand from credit- 
worthy borrowers kept up as it usually does in periods 
of prosperity. We can, however, assert with some 
cervainty that the costs of borrowing for re-lending 
would increase. 

30. Of course our industry is in no way apologetic 
over the fact that restrictive monetary policy operating 
through the banking system cannot be said to be a 

very effective restraint onthe volume of our business. 
As we stated at the outset we think our loans are of the 
kind that should not be interfered with. We think we 
have established a good case for deploring the fact 

that restrictive monetary policy has any effect whatso- 
ever ‘on®our -abllity to make loans. This being so 

we argue that it would be quite in order in times of 
credit stringency that the chartered banks be instructed 
to see to it that normal accommodation would continue 
for members of our Association. In such ways can 


monetary policy become less the proverbial blunt instrument. 


DIRECT CONTROLS BY IMPOSING CEILINGS 

oe We should like to comment on the use of ceilings 
as a device for direct enforcement of limitations, or eve 
contractions in consumer lending. This idea is, of 

course, not new in Canada and was resorted to through 
official persuasion in the tight money period of 1956. 
Incidentally, we would like to record the fact that 

it was never. regarded as necessary or desirable to 
request ~~ companies to in any way limit the scope of 


their lending. We think this is understandable since 
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1 it would be little less than material fallacy to regard 
2 the activities of our industry as inflationary. 

2 32. Apart from endorsing continued immunity for 
4 our industry from ceilings on the volume of business 

5 in tight money periods we would like to make two points 


6 on this subject. 


7 (1) Any such action should have law and 

8 regulations behind it if it is to operate beyond the 
9 range of the chartered banks. The chartered 

10 banks are firmly built into our financial pattern. 
11 Their position in the community is solidly based 


and long established. They have a keen 
appreciation of their responsibilities and 

are accustomed to working closely with both 
Central Bank and Department of Finance. ‘This 

is definitely not the case for the wide variety 

of business institutions, both large and small, 
new and old, domestic and foreign that make up 

the complex of those who in the business world 
offer accommodation where ready cash is not 
available in the hands of those who want it. 

It is no reflection on this type of operator 

to say that gentlemen's agreements do not fit 

well into this milieu. Experience has shown that what 
4s needed if restraint is to be effective is 

some pretty tough and arbitrary law backed up by 
pages of regulations. 

(2) The second point we submit in this connection 
4s that any such law supported by even voluminous 


regulations is almost by definition bound to be 
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1 unfair. The insidious thing about ceilings is 
2 that they sound so simple and reasonable but 
3 after all they are based essentially on the same 
4 principle as an excess profits tax and no one who 
5 has had experience in this field can but cringe 
6 at the mere mention of it. A base is taken from 
7 which to prescribe a penalty or prohibition on 
8 excess performance. There never seems to be a 
9 normal base period certainly not for all companies 
10 concerned. Forever there will be hardship 
11 cases that simply cannot be ignored in a demo- 
12 cratic society. Protest and resentment can 
13 cause even the most ardent economic planner to ques 
14 tion the practical wisdom of his ideas of 
15 regulating or controlling business activities of this 


kind. Experience in this field is very 
disillusioning for him who regards controls as 
relatively simple and straightforward matters. 
This about sums up our views on direct control 
in the field of consumer lending. They are 


stated with sincerity and considerable conviction. 


GENERAL COMMENT ON SCOPE OF MONETARY POLICY 

+50 The above analysis and eer ateta has been 
devoted mainly to what might be called the technical 
aspects of control to give effect to general monetary 
policy. It is now proposed to offer some more general 
comment on the broad question of monetary policy. 


Should the range of monetary policy be extended? Over 


how wide an area should controls be pushed? It is 
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1 suggested here that the danger of so-called inflation 


2 and the need for a broader base on which monetary 


3 policy and control over credit should operate has been 
4 vastly exaggerated in recent years. 

5} 34. Classical inflationary forces based on 

6 scarcities relative to demand operated in Canada for 

7 some years after the War and price increases under 


8 these conditions were the order of the day. About when pric 


9 levels might have been stabilized the Korean episode brought 
10 new Enouble into the picture. Nothing, monetary 

11 HDOLLCywom Grastic riscal. policy could; be expected: To 

12 be of any avail whatsoever against the panic buying 

13 and hoarding which accompanied the desperate prospects 

14 of renewed world turmoil. So prices surged upward 

15 in this period and as we know they never seem to drop 


16 back again to previous levels once the disturbance is 


17 over. 


18 Set The Korean episode drove the consumer price 
19 index up by about 15%. By 1952-53 the index stood at 
20 about 115. It took a full decade for the index to 

21|| move another 15 points. It now stands at about 130. 


22 The effects of recent devaluation and tariff sur- 


23 charges will doubtless appear shortly but one trusts 


24 no one will associate this upward change with internal 
25 inflation pased on scarcities. 

26 36. The point being suggested here is that price 
27 level increases in Canada since 1952 have not been due 
28 to what are usually understood as inflationary forces 


29 which traditionally are amenable to central bank control. 


30 It has been a decade of relatively good business in Canada 
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with a few slow-downs and pauses scarcely extending 
beyond inventory levels. Withall in this period 

there have been no hectic boom situations characterized 
by commodity scarcities giving rise to runaway price 
situations. Yet prices have quite consistently edged 
gradually upward in good times as well as in the less 
good periods. Surely it is almost self-evident that 
this so-called price inflation, this gradual upward 
trend of prices is not a product of positive monetary 
inflation of the classical sort. And if this is so 

it is equally evident that monetary policy must be 

quite ineffective in stemming it. Not long past in 
Canada we have listened in some bewilderment to the 
Governor of the Bank of Canada and the Minister of 
Finance wailing in harmony over the dangers of 

inflation under a prevailing buyers' market, mounting 
unemployment, with not a scarcity in sight. Surely 

we have reached the point of need for re-assessment of 
the forces we are faced with. The facts and the traditigqnal 
theory of how to cope with them no longer seem to make 
good sense. 

Sha We seem to have been a bit slow in realizing 
this in Canada or at least in attempting to do much abou 
it. For some years the United Kingdom has been 
attempting to break up the pattern of wage increases 
beyond productivity growth that has been almost 
automatic or habitual in the expansionist period following 
the War. In similar habitual fashion businessmen have 
accepted higher costs, adjusted prices upward according] 


and maintained after-tax profits at traditional levels. 
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And for this they could scarcely be blamed. Pay pause 
policy may make some headway in stemming the cost push. 
38. More recently in the United States we have 
seen evidence of determination to attack the price level 
problem in this realistic way. This is open recognition 
that the sort of price increases we have witnessed over the 
past decade, popularly miscalled inflation, has had no 
relation whatsoever to the money and credit situation 

and that monetary policy is helpless to prevent this 

kind of Brice level increase from taking place. 

30. Our purpose in dealing with this subject of 
price level control which perhaps is merely elaborating 
the obvious - is to add another voice to those who 

see no case whatsoever for extending in depth traditional 
methods of central bank policy, or for introducing 

what might be called a second layer of controls over 
businesses which are customers of the chartered banks 

and subject to chartered bank lending policies. We 
regard the chartered banks as essentially wholesalers 

of credit while the second layer of financial 
institutions are mainly retailers of the same product 
already created above and dependent on supply from the 
wholesalers. FE ERRCEL this generalization to be 

near enough to the truth to support the conclusion that 
monetary policy today can fully accomplish that which 

it is supposed to be able to accomplish by confining its 
operations to the activities of the chartered banks. 

4O, We do not, of course, regard central bank 
policy as by any means the complete answer to the proble 


of maintaining economic stability and national growth. 
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Fiscal policy generally can be of some help but it is 

bound to be slow and fumbly. At best it can do little more 
than establish a climate. However, governments in Canada 
have built up a pretty powerful instrument these days 

in the field of housing. The direct and indirect effects 
in the business world of policy in this field are pretty 
impressive. This can be a strong support to monetary 


policy as such. 


BANK OF CANADA RELATIONS WITH BUSINESS COMMUNITY 

41, It has been suggested that we might comment 

on some matters of broader interest, such as general 
relations of the Bank of Canada with the business and 
financial community. ‘In presuming to offer any 

comment whatsoever on this subject we should make 

it clear at the outset that the issues involved are of 
little direct concern to our industry and that our interest 
is mainly that of laymen not particularly sophisticated 

in these matters. , 

Ho, In other sections of our submission we have 
shown that we depend to some extent on bank loans to 
accommodate expansion in our Vending operations. It 

would, of course,. be helpful to know ahead of time when 

the chartered banks were going to be less willing to afford 
the usual accommodation. But clearly our position is 
once-removed from the direct impact of central bank 

policy. 

43. In recent years there has developed a fairly 
broad interest in central bank policy. University 


professors at times come to life on the subject. Parlia- 
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mentarians now presume to hold views pro and con various 
fairly esoteric monetary issues and the public generally 
has shown more concern over broad policies, particularly 
since politicians have used this subject quite extensivel 
on the public platform. In view of this growing interest 
in the subject it seems to us it would be helpful if 

the Bank of Canada were a little e368 Olympian and 
inscrutable in their attitude towards the financial 
community and the business world generally in future 

than they have been in times past. 

AY, Quite apart from the question of giving 

any advance lead on what they are going to do we do think 
the Bank could do more in keeping the public informed 

as to why inthe immediate past they have followed the 
Sein c1es which they have followed. All too frequently 

it has happened that financial analysts and writers 
completely misinterpret Bank policy and invariably these 
wrong views are never corrected. Misunderstanding 
continues by default. In our view it is not sufficient 
that explanation and defence of central bank policies 

be limited to a few paragraphs in the Annual Report of 
the Bank of Canada. We think it would be useful if 

the Bank took more pains today to explain to the public 
the ways in which they currently attempt to carry out 
the duties assigned to them by Parliament. 

45, As for the claim frequently heard in banking 
circles that they should have more explicit indication 
from the Bank as to what near-future policy is going 

to be we find it difficult to do more than take a 


middle position on this question. Obviously, as lenders 
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1 to the industrial world it would be useful and quite 
2 important for the banks to have some indication of what 
3 is in store in: the near future. A fairly legitimate 
4 case can be made by the banks here for more information t an 


5| in the past has been available to them. 


6 46. However, the chartered banks are not merely 

7 lenders to the business community but on a very large 

8 scale they are buyers, sellers and holders of govern- 

9 ment bonds. Closely associated in the financial 

10| community are investment dealers. It would, of course, 
11 be an intolerable situation if any specialized group of 
12 bond dealers were put in a position of having information 
13| about future bank credit policies beyond that completely 
14 in the hands of the public generally at the same time. 
15 This, in very simple terms, we think sums up the 

16 dilemma of the Bank of Canada in its relations with 

17 the banking system in the matter of giving more 

18 indication currently of future policies. 

1) 47. It seems to us, however, that this dilemma is 
20| more apparent than real and that most of what the 
21 banking system desires by way of guidance could be 

22 furnished indirectly through closer month-to-month 

23 relations with the Bank, perhaps through regular monthly 
24|| meetings with Bank of Canada officials for discussion 
25 of current business conditions and prospects. This woul 
26 not call for declarations by the Bank regarding its 
27 future policies but it would ensure that both sides 
28 were aware of each others opinions regarding the 
n which Bank policies might be predicated. 


29 conditions o 


30 Fortunately such proposed arrangements would be quite 


ar “i 


rah o- 
; : _ 


ete 
otlup bie eu ess od piksieee st nhinach . _— a 
ah 


ted Yo qeddeotbat emow eyed od aeaeidk ne 3 


eo 
etemidigel yisiet A «omtn'l crore slic ad onnde 


J 


enon Ot oTen aygsd pay x6, saben. od cms 


ag 


z ih. of eideltave ee esd tong a 


é& 


a 

Vi @TSMm.I7693 Off Balned Davedyerto end -tSvewoH af 

iv ; j a 
) Bri 6 in oud ylauimoe eseqiend sad od ete 29. 
| ‘wrisyoh to steblod bone aceliise ,cusyud ata. yodt Slee 


| etonent? ads at badelooess tleaold -aon0d. aes 1] 

.285He0 to ,bincw gi. ,.exeiseh Joesteevat. ere ut taumene 
' Wn guvows bert! Loege Yas Sk Golieutla- eidesslosal cn ot 
eo-Jenoids gifved Jo aoliieeg & ut fuq etet avetesh ee 


te 
| Be ic 


: ee 
Sls, Stee wit te Yilevedsg ofldiua edt. lay eboed. add nt if 


Yisseiquoo Taas heoysd eeloeting tlibsato Anéd atutn2 tuods’ 


sat gu cua wetdt ey .enset afgatas rev al: ald a 


‘ 4 
e 


(velor acl oh shetey To a8 od2 to anwe liao 
at 

/ 
| 320m gitvig Io ysivan addy af upbeye yaluned eatys 
-#etokiag aamtwt Io ylvaeawe no.td astbenk 
| a wimerib elds tedé .eevewod..e0. oF empoe. $2 Te : 
iol 
Ba | 
a 
. | aS. hLvuGd  scctebion to yew va sasised neceya aatiaed *\| bs 


: qe & 
i ma SSC 


at tad? 60 faex aed? dosseqgs, econ = 


Bit @ 


Nuslon-ot+ item tsa0Ls danewde yitosrthat nedanancrent 


& ‘ 
Yidsacn release igsontt sganiteg, ,aned edt dite enclitetey ~ 
a; 


> = ® ; : ww! 
Holegrcely ot efetottte ebeneD lo aad Attn euntiesm fh 
# . 


iow elit .atoenhéag bre enetdtbaos anenieid roars": 
avs aurphainaiés Mie ot vd aot fteieléeb +o? £L60 gon 
webia dod tedd/enwene Bluow 3: sud paratten: 
secu gnkbueges emoimiqo suedito ions tee 
-bateotheny oy Jagto wetetion Wred, doditwe se 
phan eg Pacobarts 


wr ot oe 


w 


rN 


29 


30 


Nethercut & Young - 5 & 39 oe 


Terento, Ontario 

practicable in Canada with only eleven banks to deal 
with as compared with the banking systems of most other 
countries where because of the number of banks 

informal arrangements of the kind suggested would be 


quite out of the question. " 


THE CHAIRMAN: We shall now proceed with 
our questions. 
COMMISSIONER HARROLD: Mr. Chairman, I would 
like to ask a couple of questions on the functions 
of the Canadian Consumer Loan Association, as such -- 
not as to its business, but the Association as a body. 
On the first page of your introduction 
you outline your objectives. What .steps.: does 
the Association take so that these objectives are 
carried out? Specifically, I might ask this question: 
What steps does the Association, as such, take to 
see that the members carry out its policy calculated 
to create public confidence in the small loans businesses? 
MR. OAKES: Mr. Harrold, we do this by 
frequent meetings of the board of directors, and also 
the annual meeting of the Association. We are in 
touch with our membership at all times. The Small 
Loans Act, which is the basic iegislation of our 
business, is very specific in its requirements. kf 
think the most important thing is that the members 
police our own industry and they are always on the 
alert for any infringement of the act. We are on. the 
alert amongst ourselves. If we feel that any member 
is not meeting the high ethical standards that we 


require, then the board of directors has the power to 
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call that member before them for an explanation; and 
the final disciplinary action is expulsion from the 
Association. I can recall only two occasions on which 
a member. hase been subject to this action since 
the Association was formed in 1944, 

COMMISSIONER HARROLD: Two members since 
19442 

MR. OAKES: Yes. 

COMMISSIONER HARROLD: How important is it 
for .the iaseianad company to belong to the Association? 
Expulsion is a way of disciplining members, but from 
a selfish point of view, as far as the companies are 
concerned, what are the ‘disadvantages of not belonging 
to the Association? 

MR. OAKES: We think there are very definite 
advantages, sir. One of the main advantages is the 
pool of knowledge and information that is disseminated 
by the board of directors to the members on such subjects 
as changes in the legislation. It is a general 
sounding board for a Commission such as this or any 
other legislative body, provincial or federal. 

All the large companies are members of 
our Association. You will find that 54 out of the 
83 licensees are members, and the non-members are 
generally Seon aes with very small loan balances, 
most of them under 500 accounts, and = just feel, 
as a personal decision, that they are not in the small 
loans end of the business to the same extent as they 
may be in the conditional sales business. Of course, 


some of these people belong to the Federated Council of 
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Sales Finance Companies. 
COMMISSIONER HARROLD: Your objective (a) -- 
to improve the operating standards of its members -- 
how does the Association go about achieving that objec- 
tive? You say, "to improve the operating standards". 
Could that be described by some of the steps that 
are taken by the Association -- to disseminate literature, 
or what? 

MR. OAKES: To disseminate information, 
training programs generally, public relations work, 
not only disseminating information among the members 
but also requiring local members to make some effort 
in their own community to explain exactly the principles 
behind the industry and legislation. IT think, mainly, 
through discussions at annual meetings of things we 
believe to be to the advantage of our own industry. 

COMMISSIONER <HARROLD: Does the Association, 
as such, arrange meetings with such people as the. 
Superintendent of insurance or the finance department? 

MR, OAKES: Very frequently, sir. 

COMMISSIONER HARROLD: As an association? 

MR. OAKES: As an association. Most of our 
contacts, dher than for the purpose of an individual 
problem in a company, are. with the Superintendent of 
Insurance. I suppose I call on Mr. MacGregor five or 
six times a year to discuss any complaints that have 
been received. Fortunately, we are always told that 
there are very few complaints as far as the operation 
of the act is concerned. We maintain very close 


contact with the Superintendent. 
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COMMISSIONER BROWN: What sanctions have 
you, if any, short of expulsion? 

MR. OAKES: If I may just dwell on the one 
subject of advertising, for instance, Mr. Brown, I have 
found that the group generally are very co-operative 
if in the opinion of the board of directors there is 
some undesirable form of advertising, that we as a 
group feel is not in the best interests of the industry. 
Invariably we get full co-operation from our membership 
in the form of a change in their approach. It has 
a8 been necessary in the last five or six years for 
us to call in any member for disciplinary Sere Ga 

COMMISSIONER BROWN: You apparently have 
expelled two? 

MR APOAKES = *Yes's 

COMMISSIONER BROWN: Is there anything short 
of expulsion, .0f a punishment nature? 

MR. OAKES: Wo, not of a punishment nature. 
I think that expulsion from the Association, with 
the attendant: report we would make to the Department 
of Insurance, certainly would cause the Superintendent 
of Insurance to carefully consider the renewal of 
that licence. 

COMMISSIONER MACKINTOSH: Could I ask 
what was the subsequent history of the two whom you 
expelled? 

MR. OAKES: Yes, sir. One company is 
still in business. The other was a case of over- 
charging, that is, contravening the rates set out in 


the Small Loans Act, and the licence was revoked by the 
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department. 

COMMISSIONER MACKINTOSH: The real, ultimate 
Sanction lies with the department in administering 
the act? 

MR. OAKES: Yes, sir. 

COMMISSIONER BROWN: It would appear from 
the brief that approximately half of your applicants 
for credit are turned down. What happens to them? 

MR. OAKES: Like any other lender, sir, it 
is most gratifying for us to be able to say "Yes"; we 
like to say "Yes". But you have, I think, a great 
responsibility as credit granters in ensuring that 
people do not become overloaded. The 50 per cent 
usually are people where a loan is not the best solution 
to their problems. I know, from the time sheets that 
we keep in the office -- the time a customer enters 
the office and the time the customer leaves -- in 
many cases our managers spent more time with people 
they turn down . than wee of the people they make 
a loan to. When you have people who come to you 

who.) obviously need service by some welfare agency, 
we have, in many cases, referred such people to welfare 
agencies, where that type of assistance is necessary. 
But remembering at all times, of course, that the man 
you turn down today is still a potential customer, and 
that he may come back. We do our very best to advise 
these people as to how best to put their financial 
affairs in order. I think this is of assistance to 
the applicants. In many cases we can convince the 


applicant that a loan is not the answer to his problem. 
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Some of them, I suppose, go to another lender, possibly 
in our own industry. Two different men having the 
Same set of facts may come up with a different solution. 
So the individual customer may be turned down by 

my company and accepted by, say, Mr. Cawker's company. 

I think that is a matter of professional skill in 
judging the application. We like to believe that 

most of these people, when the situation is explained 
to them, will possibly come back at a later date, when 
they are better able to take a loan without overloading. 

This is a very real responsibility as far 
as we are concerned. The man wanting the money is 
naturally anxious to take the loan, and the lender 
has that responsibility of making an impartial decision. 

COMMISSIONER BROWN: Is it possible that 
these 50 per cent might be reduced by the fact some 
of them will get loans elsewhere, or some will go 
elsewhere gue ghee become part of the statistics? | 
Of course, there must be a certain number who do not 
get any loan at all, and then there are some you refer 
to welfare agencies? 

MR. OAKES: Yes, and some have to tighten 
their belts and do without. 

COMMISSIONER BROWN: Is there any evidence 
that some of them are getting into the hands of loan 
sharks? 

MR. OAKES: No. Altogether, I think, in 
the past two years -- possibly because, as I said, our 


members are always very alert to this loan shark problem 
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* we have had five or six cases of illegal lending we have 
~ referred to the Department of Insurance, to Mr. 

3 MacGregor, who has taken immediate action in these 

& 


cases; and with our membership right across the country 
5 it certainly would not escape us if there was any 


large loan shark operation, as such. 


7 I would like to say,Mr. Brown, regarding 
8) these 50 per cent we have turned down, that I would 
9 


not want to leave the impression these people are all 
10 in the low income brackets. In many cases the customer 
il has a good or above-average income, but his other 

12| debt liabilities are such that we would not think 

13 it wise to advance him a loan. Thus, the 50 per cent 
14 is spread right across the whole borrowing application 
IS} pieid. 

16 | COMMISSIONER BROWN: ‘That saves my asking 

17| that question. 

18 On the matter of rates, what proportion are 
19 charged the maximum rate -- or are most of them charged 
20 the maximum permissible rate? 

21 MR. OAKES: We have what we call 

22 a very tight small loans rate in Canada; in fact, 

23 with the effective legislation we have,the lowest 

24 | small loans rate in Fe -- certainly lower than 
25 any rate in the United States. Because of this we 

26 find that the rate is such that most licensees are 

27 charging maximum permissible rates. 

28 : COMMISSIONER BROWN: In other words, any 


29 competition that does exist is not on a rates basis 


30 but on a service basis? 
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MR. OAKES: Yes, on a service basis, and 
there is very strong competition service-wise. I think 
it has acted very much to the customers! advantage, 
this service competition within the industry. 

COMMISSIONER BROWN: Is there no real 
attempt to differentiate between borrowers as far as 
rates are concerned? In other words a man is either 
credit-worthy or he is not; and if he is credit-worthy 
it is the maximum rate -- is this the picture? 

MR. OAKES: That is right. Many of the 
borrowers come to us after applying at other agencies, 
Such as banks, and they are possibly turned down by 
the banks, and they will apply to us. 

COMMISSIONER BROWN: If a would-be customer 
comes to you who is obviously very credit-worthy do 
you suggest that he try a bank first? 

MR. OAKES: No, sir. There are many reasons, 
We find, from our practical experience, that the rate 
is not the sole basis on which a customer will decide 
whether or not to use our service or the service of 
another agency. There are many factors involved as 
far as service is concerned -- the fact we will give 
them full consideration in the event of temporary 
unemployment and illness. I think these are some 
of the things that have developed in the competitive 
end of our business that have acted to the customers' 
advantage. 

COMMISSIONER BROWN: We notice that a number 
of sales finance companies have formed subsidiaries 


in your field; but we do:not see much evidence that 
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1| people in your field have gone into the sales finance 

2 company field, as such. Is there some reason for this? 
3) Does your field work in with the other when the other 

4/ has been established first; or is it that yours is the 

5 more profitable end of the business? 

6 MR. CAWKER: I think a very heavy percentage 
7 of the licensees shown in the eepantuckeel publication, 


8 the report of the Superintendent of Insurance, do have 


9 associated companies in the sales finance field. This 


does not apply to the two largest companies in our 


industry but, generally speaking, I think the percentage 


would be heavily weighted that we do have associated 
companies or a company licensed to carry on the 
conditional sales business. 

COMMISSIONER BROWN: It seems they were 
in the sales finance business first and then went 
into the consumer loan business, rather than the other 
way around. 

COMMISSIONER MACKINTOSH: It seems that the 
sales finance companies breed=small loans companies, but 
small loans companies do not breed sales finance 
companies. 

MR. CAWKER: In my own case, I would have 
to say, no, because it was the other way around; and 
I think that in quite a few cases this is true. When 
we speak of the giants in the sales finance and 
conditional sales fields, I think it has been 
generally the case that they have gone along side by 
side. I am not speaking of the history, say, 


of 1.A.C. or Traders, but the larger small loans companies 
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have a very old history of side-by-side operation with 
the sales finance companies. I think we all feel, those 
of us who are in the sales finance field, that a 

personal loan is an auxiliary service we should be 


equipped to provide. 
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COMMISSIONER BROWN: I should like to 


2 talk about the loans themselves in a general way 
3 now, particularly the question of the number of loans 
4 that are renewals and extensions of existing loans. 


5 In your brief on page 16, Table 4, you give some 


6 figures which purport to answer this problem but 
I do not think it is quite as clear as the report 
of the Superintendent of Insurance. On page VI 

of the Superintendent's report, the table at the 
bottom of the page shows that of your total loans 
made in 1960, which was the last year reported, 
half of them were made to current borrowers with 
earlier loans un-discharged, and another 17 per 
cent or so were made to previous borrowers who had 
fully discharged their earlier loans. Dealing 
with that first part first where 50 per cent of your 
new loans are made to people who are increasing 
their borrowings, is this an indication at all or 
some people who are getting into debt and cannot 
get out of debt? 

MR. OAKES: No, sir. In many cases a 
borrower whose credit is good for possibly $1,000 
will come to you for a $200 loan for a specific 
purpose. This loan may be paid down by 50 per cent. 
Conditions have not changed. The credit-worthiness 
of the customer would certainly indicate he could 
handle a $1,000 loan and he would come back to 
re-finance. Another emergency may come up or he 
finds need-for additional money. These are very 


basic things as far as this re-finance business is 
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concerned. People digest a certain amount of their 
initial debt and then come back. I do not think 

it is peculiar to our industry. Other lending 
institutions have the same experience. 

COMMISSIONER BROWN: It seems to be a fairly 
constant ratio in the three years tod shown 
in the report. 

MR. OAKES: Yes, sir. 

COMMISSIONER BROWN: Is this historically 
bairly regular? 

MR. OAKES: Yes. 

COMMISSIONER BROWN: I wonder if we could 
also look at Table 5 on page 16 of your brief. The 
point that strikes one there is the small percentage 
of loans in the $1,000 to $1,500 category as compared 
to the ones in lower amounts. Dealing with loans 
of $1,500 and under, 30 per cent fall in the 
category of $900 to $1,000 and only 33 per cent 
of the total loans up to $1,500 fall in the category 
of $1,000 to $1,500. Can you give us your ideas 
as to why this would come about? 

MR. OAKES: At the time of the revision 
of the Small Loans Act in 1956 we took up this 
point in committee. We felt that the rate between 
$1,000 and $1,500 was particularly tight in that 
area when many of our licensees are paying 6 per 
cent or more for their money. The rate between 
$1,000 and $1,500 is a simple interest rate of 
6 per cent per annum and there is a reluctance 


on the part of licensees to put money into that 
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very, very low earning area, yield area. Generally 
the demand for loans in that area is not as great 
as in the areas which you have mentioned, sir, 
below $1,000. 

COMMISSIONER BROWN: Well, let us look 
at the report again which shows the loans above 
$1,500 as well as those below. This is on page 
VII of the Superintendent's Report. This shows 
that of the loans approximately 20 per cent, just 
under 20 per cent, are in the unregulated large 
loan category. What would be the average size of these 
loans? $90 million out of $482 million were large 
loans. 

MR. OAKES: They would be between the 
$1,500 and $2,000. The average size would be somewhere 
around $1,700, $1,800 up to $2,000. 

COMMISSIONER BROWN: Does it not seem 
strange that 34 per cent of the loans are in the 
category from $1,000 to $1,500, and then you have 
this much larger grouping between $1,500 and $2,000. 
You explain that part of this 1s due to rates but 
you have also said there is little demand for loans 
between $1,000 and $1,500. Does it suddenly go up 
to a larger demand when you get above $1,500? 

MR. OAKES: In some cases, yes. you find 
that in the case of people borrowing in that area 
it.is still generally a consumer-type loan. They 
are better income people, usually people who have 
borrowed in smaller amounts. A great number of these 


customers are either former customers or have had a 
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1 smaller loan with us but qualify by credit 
z qualifications for this larger amount. 


COMMISSIONER BROWN: Well, if they already 
have a smaller loan and are extending it above 
the $1,500 level does not the restriction 
of the one-half of one per cent a month apply? 

MR. OAKES: No, sir. The loan is paid 
Git. unce the existing “Loan “le “paid Sorr "and “a 
new loan is made in excess of $1,500 then it does 
not fall within the same category. 

COMMISSIONER BROWN: It is a separate 
transaction? 

MR. OAKES: Yes. It is a new 
transaction, actually. 

COMMISSIONER BROWN: What are the rates 
that you charge on these loans above $1,500? 

MR. CAWKER: Mr. Brown, there is a very 
wide range of rates and, of course, competition is 
responsible for this. I would say that in the area 
of $1,500 to $2,500 there can be a renewal of rates 
all the way from three-quarters of one per cent a 
month up to one and one-half per cent a month, 
depending on the risk, let us say, but I do emphasize 
that ne is pale here. as wef as in the regulated 
area is very keen but there is some flexibility 
available to both the lender and the borrower to 
negotiate the best going rate, but I would say 
the range would go from three-quarters of one per 
cent a month to one and one-half to one and three- 


quarter per cent a month. 
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COMMISSIONER BROWN: This would be over 
the whole amount of the loan? 

MR. CAWKER: Yes, sir, 

COMMISSIONER BROWN: I may be a little 
confused on this but I gather from Section 3(1) (bd) 
of the Act that if there was a loan outstanding 
and you extended above the $1,500 that the one- 
half of one per cent applied. Do I gather you 
get around this by doing it ina separate transaction? 

MR. OAKES: The loan is paid off and it 
becomes a new transaction. If it is in excess of 
$1,500 it would go from the regulated side of 
the business to the unregulated side. The statistics 
would then fall into the unregulated group. The 
loan is actually paid off with the proceeds of a 
new loan. It is a new transaction. 

COMMISSIONER BROWN: What sort of time would 
elapse between this paying off and a new loan being 


made? 


MR. OAKES: The customer comes to the office 
for additional money, let us say, which is $1,600 
or $1,700. He has a balance of $300 on his old 
loan. A new loan is agreed upon and the customer's 
account is paid off. The $300 balance is paid off 
from the proceeds of the new loan. There are certain 
provisions in the Act to prevent the splitting of 
a loan when you have a graduated rate with 2 per 
cent per month on the first $300. There is a section 
which definitely prohibits the making of, say, 


a $300 loan to the husband and a $300 loan to the wife. 
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In the event of consolidation of two loans of 
that nature, if the balance exceeded $1,500 then it 
would fall under the control of the Act and one-half 
of one per cent would be the maximum permissible 
rate, 

COMMISSIONER BROWN: I am just reading 
this Act and it says in Section 3 (4): 

"Where a money-lender has made a 
loan to a borrower and, while any part 
of the principal balance thereof remains 
unpaid, makes a loan to that borrower or 
that borrower's spouse, 

(ob) if the aggregate of the unpaid 
principal balances of such loans exceeds 
fifteen hundred dollars, the total cost of 
such loans shall not thereafter exceed 
the cost permitted under this section for 
a loan of fifteen hundred dollars, plus 
one-half of one per cent per month on any 
part of such aggregate in excess of fifteen 
hundred dollars." 

I am puzzled how you get around this by 
the technicality of paying it off and making a new 


one, 


MR. CAWKER: As Mr. Oakes has said, this 
is to prevent the making of two loans to one family; 
in other words, a loan of $1,200 to a husband and 
of $400 to a wife, making a total of $1,600. Both 
of thoseloans would fall under the terms of the 


Act, and therefore this section would apply. In 
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the example Mr. Oakes has just given where there 
is one loan, let us say, with an unpaid balance of 
$900 and the borrower -- and when I say borrower 
I am assuming the family -- needs $1,600 you are 
then permitted to make a $1,600 loan and from 
the proceeds you pay off the $900 and there is 
$1,600 loan which then falls outside the provisions 
of the Act. 

THE CHAIRMAN: Where is the provision in 
the Act that has that effect? 

MR. CAWKER: It would be the provision 
referring to the ceiling. 

THE CHAIRMAN: What section is it? Where 
ES the celling? 

COMMISSIONER BROWN: It is Section 2 (c). 

THE CHAIRMAN: Yes, Section 2 (c) which 
says: 

"tloan!' means a loan made by a 
money-lender of not more than fifteen 
hundred dollars and includes the consider- 
ation for a wage assignment; and if, 
after deducting all payments, whether on 
account of interest, expenses or principal, 
made by the borrower to the money-lender 
a or about the same time as a loan is 
made, the amount retained bY the borrower 
4s fifteen hundred dollars or less, the 
transaction or transactions shall be deemed 
to have resulted in a loan of the amount 


so retained by the borrower notwithstanding 
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that nominally a loan for a larger 

sum has been made;" 

I should like to read that a few times 
before I digest it. What is your interpretation 
of that? Is it thet if the loan is for more than 
$1,500 the Act does not apply? 

MR. OAKES: Yes, sir. The particular 
wording of that section prevents a situation such 
as, say, a loan for $1,800 being made with a minimum 
discount of $350. If the amount of cash received 
by the borrower is $1,500 or less then this falls 
into the regulated area of the small loans field. 

I think that is particularly important in the case 
of a second mortgage situation. 

COMMISSIONER BROWN: The other point in 
the Act is if it is above $1,500 it is unregulated. 

MR. OAKES: Yes, sir, above $1,500. 

COMMISSIONER HARROLD: What happens to 
the interest rate when half of a loan is paid off 
when the loan is only $700 or $800? 

MR. OAKES: What happens: to the rate, sir? 

COMMISSIONER HARROLD: To the interest 
rate? It does not change as the loan is paid off 
and it is reduced to below $1,500? 

MR. OAKES: No, there is no change in 
the interest rate. The interest rate on a loan 
in excess of $1,500 is generally a rate for the 
whole amount of the loan. 

THE CHAIRMAN: In other words, if the amount 


of the loan is reduced from time to time so that the 
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outstanding loan at one point becomes less than 
$1,500 then the Act does not come into effect? 
ME OAKES s/w NO heirs | 
THE CHAIRMAN: To apply to that loan? 
MR. URKEoOs “NO; ont. JLb Ss. uue f,Peran 
amount of the loan which decides whether or not 
it is in the regulated or unregulated field. 
COMMISSIONER MACKINTOSH: I take it the total 
rate of these loans is a built-up rate, two per 
cent a month on the amount up to $300 and so much a 
month for amounts over that? 
MR WORKES:?" “Lt"Ds a graduated rate. “Iv 
recognizes the principle that, basically, apart 
from the cost of money, there are the same costs 
involved in handling a $300 deal as in handling 
a $1,000 deal and it gives a preferred rate to 
the person borrowing the higher amount. 
COMMISSIONER MACKINTOSH: I am not questioning 
that but as the loan ig paid off does it, proceed 


throughout its life at the average rate or does it 


go down the ladder that it climbed up? 


MR. OAKES: I would explain that by 
example, sir. In the case Of a person borrowing 
$1,000 with 2 per cent per annum on the first $300 
and one per cent per annum on the remaining $700, 
the interest is charged on the aggregate of the 
two per cent and the one per cait. When that loan 


reaches the $300 point the interest from that point 
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1] is charged at 2 per cent a month, In other words, 
2) the cheap money is paid off first. 
3 COMMISSIONER HARROLD: That is what I 


4 was trying to get at, 

5 COMMISSIONER GIBSON: You do not have a 

6 uniform repayment system? In other words, the cost 
element increases as you go down the scale in re-payments? 

7 MR. OAKES: Yes, sir. 

8 COMMISSIONER BROWN: But it does not 

9 decrease when you start above $1,500 and come down? 

10 MR. OAKES: No, it is usually a consistent 


11 rate in the unregulated field, sir. 
12 COMMISSIONER BROWN: What is the theory 


13 behind this unregulated field above $1,500? 


14 MR. OAKES: If I could take it from the 
15 other direction, Mr. Brown, and say what is the 

16 reason for a regulated field, the basis of the 

17 Small Loans legislation, of course, is to equal 

18 out the bargaining powers between the lender and: 
19 the borrower, particularly in the smaller amounts. 


20 We feel that regulation is extremely important in this 
21 area, that we must be regulated where people requiring 


22 loans of $200 and $300 could well be lacking in 


23 bargaining power. We have seen examples of this. 
24 Prior to the passage of the Small Loans Act the 

25 loan shark business was rampant. You must regulate 
26 and supervise the small loans area. However, there 
27 comes a point where the borrower should be in a 

28 position to bargain with the lender, Initially 

29 this was the $500 limit in the Act. It was decided 


30 in 1956 that this should be extended to increase 
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the area of regulation to $1,500. It was felt 
that beyond that there are many transactions which 
are deserving of a higher interest rate than that 
permitted under the Bank Act, not just in the consumer 
loan field but in the business area generally, and 
the $1,500 was decided to be the point beyond 
which the borrower, if he is credit-worthy, should 
be able to make a better deal with the lender, 
COMMISSIONER BROWN: I notice that credit 
losses are showing a tendency to increase. Have 
you any comments on this? 
MR. MASSON: Well, I think with the 
increase in the average loan you would also find 
an increase in your average charge-off. 
COMMISSIONER BROWN: I did not get that 
last word, 
MR. MASSON: I say withthe increase of 


your average loan outstanding you would also find 


an increase in your average charge-off, bad debt, 
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I think one of the main points in the increased 
charge-off, where we talk about service and our 
desire to do the right thing by the borrowing public, 
L. think, it.is much. more the case today in our 
industry where you find charitable charge-offs 

where possibly a few years ago they wouldn't be 
charged off, and for just good social reasons we find 
it is good business where a family gets into some 
trouble which obviously is going to create problems, 
possibly for an unforeseeable time into the future, 
where the decision is made by the lenders to write 
off that account.” T-think there 1s a more realistic 
approach to the charge-off today in our industry 
where there are family problems. 

MR. McCLURE: I think the situation is 
this; that as the demand for cash credit becomes 
more widely diffused, there are less credit-worthy 
people applying for loans than when it is highly. 
restricted, and the experience is that as this 
business matures the charge-off is apt to increase. 

In Canada our observation has been that 
the use of instalment credit is in an accelerating 
phase, but.the demand hasn't become fullyemavure. 

Ten or fifteen years ago the charge-off in Canada 
was very, very low, but now that it is maturing 

the use of the credit is becoming more a normal 
practice. There 4s a more normal type of charge-off, 
which is that appearing around one per cent of your 
average receivables, which is beginning to show 


up in Canada, and I think it is inevitable that the 
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rate of charge-off in Canada is not only increasing 
but will continue to increase. There will be 
fluctuations with the cyclical movement of the 
economy and the amount of employed and unemployed, 
but if your experience is anything like it has been 
below the border, you will have larger charge-offs. 

COMMISSIONER MACKINTOSH: I infer the 
rate of charge-off in the United States would be 
higher than in Canada? 

MR. McCLURE: That has been our experience, 
Sin; 

COMMISSIONER GIBSON: Could I return 
to the question of the people that you turn down, 
which you say is 50 per cent approximately. You 
make a point in your brief that your loans are made 
for often urgent purposes and usually for useful 
purposes. Now, people that urgently need money 
are often ee desperate, I would like to know 
a little more about what happens to this 50 per 
cent that gets turned down. Do they go to individuals 
and work out deals? I can't imagine how they all 
Somehow or other are going to cut their budgets 
to fit the fact they cannot get a loan, because 
in the past people have been known to pay very high 
interest rates because they desperately wanted money; 
what happens to those people? ) 

MR. OAKES: I think the first thing that 
causes a person to come to a lending agency in order 
to meet SU coretehien ae or some urgent situation, 


the first desire is the fact that these people want 
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to be independent, and in a number cases we might 
turn down a customer who wanted to borrow fora 
very worthy purpose, such as, "Johnny has to have 
his tonsils out and I would like to have the money 
all ready to take care of the doctor's bill," but 
in going over the family budget -- and we go over 
the income and family expenses very, very carefully -- 
we find it just isn't feasible for this man to 
take $200 and pay $20 a month or the maximum maturity 
which we can give at the lowest possible payment. 
There just isn't the money in the family budget to 
pay it, and we say, "Well, you will have to explain 
this to your doctor and let him explain it to the 
hospital." In this case I think they would rather 
make 

have the money to pay cash, but they/other arrangements. 
Or, it may be they were reluctant to go to other 
members of the family and they would prefer to 
go to a commercial lender initially, but when they 
find they cannot do that,perhaps there is some help 
forthcoming from the family, possibly, but I don't 
believe these people feed any loan shark trade; 
we are not aware of any loan shark trade to any 
extent than possibly in a plant where there is a 
$5 and $10 back pocket situation, and this is our 
experience, that these people will initially try 
to be independent, and then they mene fall back 
on other services including their family. 

THE CHAIRMAN: AS you mentioned before, 
they might become welfare cases? 


MR. OAKES: Yes sir. 
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COMMISSIONER GIBSON: But you think any 
joan shark business is confined to small individual 
transactions? 

MR. OAKES: I think so. 

MR, MASSON: “We Linawno. evidence .or pit 
Steal 1. 

MR. OAKES: We find out very quickly -- 
well, imagine with the number of branches we have 
across the country, if this happens it very soon 
becomes known in a community and we very soon know 
atour 1t,:our customers tell us about 1%, 

COMMISSIONER GIBSON: Do you think that 
many of the 50 per cent whom you turn down do not 
expect to get the money anyhow and are just taking 
a try. at. ait? 

MR. OAKES: There is certainly that aspect 
of ite SWeeare;-in-effect; ~thesLenders,ofwvlast resort; 
that is the reason that we are given the privilege 
of license.to take care of these people that can't 
borrow from other agencies, including banks and 
credit unions, or for some reason that they would 
prefer outside service. 

COMMISSIONER BROWN: And once they are 
turned down by you there is a stronger argument 
for the welfare people, too? 

MR. OAKES: Yes Sir. 

COMMISSIONER MACKINTOSH: If they are vorned 
down by one lending agency they apply to two or 
three more?- 


MR. OAKES: They may apply to other companies 
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in our field. For instance, I don't think a man 
who has been turned down after careful consideration 
by our industry could walk across to the bank and 
rece.ye: a Loan. 

COMMISSIONER MACKINTOSH: I mean he has 
been turned down by some other company in your 
industry? 

Mis OAKES: ~ Yes’. 

COMMISSIONER MACKINTOSH: And to that extent 
BO per cent is double counting? 

MR. OAKES: Yes, they may try two or three 
lenders, but hope springs eternal when they require 
the money and it may just happen that one lender 
would make a marginal transaction which possibly 
a competitor has turned down. 

COMMISSIONER BROWN: In the 1960 report 
Dee tierouperinvendent Of Insurance he rererred vo 
Selip corvicraves.’ You don't mention these ian your 
brief. Has there been any development of this 
operation? 

MR. OAKES: No, sir, this was caught 
in the incipient stages. We were veryconcerned about 
it as an association and made representations to the 
Department of Insurance, to the Superintendent; 
we felt that this particular method of financing 
merchandise contravened the Small Loans Act, 

Mr. MacGregor felt that way, too. 

The mechanics of the scrip operation is 

that say you have a shopping centre where a potential 


customer -- you can have a number of merchandising 
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1 outlets within the shopping centre or within one 


2 large store, and the lending agency will give the 


3 people scrip which can be exchanged for merchandise, 
4 and the rate was in excess of the Small Loans Act 

5 in most of these cases. 

6 Mr. MacGregor interpreted the situation 

7 as, in effect, lending money in kind. There were 

8 Several very bad aspects to this. You could have 

9 a Situation where the cusomter may obtain, say, 


10 $200 worth of scrip today but he may not spend any 


11 for a month, but the interest charges on that scrip commence 
12 immediately, which bonuses the lender immediately 

a3 on that one month, The scrip can be lost, but the 

14 interest payment on that scrip starts immediately 

1S when the scrip is obtained, and he thought it 

16 was a very, very bad method of financing merchandise. 
17 COMMISSIONER MACKINTOSH: Was this put out 
18 by some agency and controlled by the merchandising 

19 outlets? 

20 s. MR. OAKES; In some cases, sir. 

21 COMMISSIONER BROWN: One last question 

22 as far as I’ am concerned; would you care to express 
23 an Opinion on the disclosure clause as applied to 

24 lending generally, and how the cost of borrowing 

25 Should be expressed? 

26 MR. OAKES: Yes sir. Of course, you will 
27 notice that in our code of ethics -- I think it 

28 is Article No. 3 -- we say we feel that the borrower 
29 should be fully informed as to the terms and 


30 costs of the transaction. We are certainly supporting 
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the fact that the customer has the right to know 
the cost of the transaction, 

If I may, sir, I would like to show some 
of the documents that are used in our regulated 
business. We haven't mentioned full disclosure 
in our brief because we already give full disclosure 
in our documents, This is not required by the 
Small Loans Act, but we feel it is just good business, 
it 1s good public relations. At the time that the 
transaction is made the customer should be fully 
informed as to exactly how much this will cost. 

It certainly prevents any arguments at a later 
date or any bad feeling between the lender and the 
borrower. This concealment can only result in 
very, very poor relationships if at some later 
date the man say, "I was not aware of the cost of 
tne ‘roan”.-> [tis Section C ‘of “that ’code” of “ethics. 
But having said that, we subscribe to the views 
expressed yesterday by Mr. Willmott and the other 
gentlemen representing the Federated Council, and 
our experience tells us that this is a tremendous 
problem. 

COMMISSIONER GIBSON: Your charges are 
all expressed in terms of interest rates, are they 
not? 

MR. OAKES: And the actual amount of the 
loan is shown together with the monthly payment 
and the amount of the monthly payment. 


THE CHAIRMAN: There are no service charges 
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aa ln bi a isbn ae com 
’ ‘ “ petetoged” wwe ren ots dent erat ae hee 
erwooksetb Lite _benoisisar staal on a rieud 
ptweelsend Efo® avis volt ow raueoed seine 70m é 
end ud bevivpet vom at “ent | Feeuwen uo 


,faenteud hoes tout, ‘al ‘et fos’ ow sud toa! ‘nb 


pie : 


ant Jad? ents sds: ah! stabister oticuq boos, wa 


tedo fktw atid owt word yiv>sxe oF as f 


Tevet b TR acfise murat vis etitovong Yinlaswo? aE - 


» 


| . 
yt Tet ot bivbde cbulovens | Sdt shan ef morc oe 18's oy 
| edd ons vobret edy rmowled giitiesl bad ye of edes, ie 


ML Jtvaot gire nso Thamfssones eteT ) MewortTet i | 
yedal omen ts th egtdenoltafe:’ codg Grey aerev ~ 


to gedos sdt to sxpwe Jom esw Ud” .yse nen sig vsdeb 


y 


hs 
ye 


+} 


talvo ony. oboe FIG ctw tM yd. Ysbiszesy nnn a 
Ne % 


estas. tt 8bes Saat to -d noivess et 22 apot ode 


awolv iz ot Sibioedva ou’ dont Bee patent we 


bia ,[iomued paterebe odd antineseages nemsitneg 
avobaeierd 8 ck etry sett ag alYoe soneltegxe wo 
ep fURes ¥ ig 7 

meldoxq va 
' f 


sis Bsaredt uwoY sMOeTTO HMOTaeTMMOD 7) AM 


yore Ste . codex. deexent to sorted: aaaienciil A 
mora. ‘son 4 

om to sShwome Lsiatos stiv_bok 20ENAO- ah Sen a 
ioaelsg yhiidnos dF fete tonidagod, wore 2k: 0% a 
-dneiaysg, \urdyaoe S53 Ye, souome eit De 


Ad 


RA ETS SRE RR $e ee 


Oe a) eee a 
ones ponyaes. or ote stcod'D) SHAME NMS HH nigra. 
_ . i or é ut 4% : seid - Bi 7™. w! : } mh 

ae ae se 


Ve <i eee 


Nethercut &é Young . 5 6 fd 


Terente, Ontario 

MR. OAKES: No, the Small Loans Act rate is 
an all inclusive per cent per month rate. There 
are no other charges whatsoever, | | 

THE CHAIRMAN: So that there is nothing 
further to disclose than the interest charges? 

MR. OAKES: No sir. 

COMMISSIONER BROWN: Is there anything 
on these documents to show the basis of computation 
in case the customer wishes to repay ahead of time? 
This is covered in the Act. Is there anything in 
these documents? 

MR, OAKES: The customer has full privilege 
of full repayment at any time without penalty of 
bonus. For instance, a $100 loan today repaid . 
in 10 days would just be one-third of the $2. The 
payments are worked to the exact day. There is no 
provision for minimum charge or acquisition costs. 

COMMISSIONER BROWN: Yes, it is in here. 

THE CHAIRMAN: Are there many. repayments 

before the due date? 

MR... OAKES: Yes. 

THE CHAIRMAN: A very large amount? 

MR. OAKES: Yes, tremendous. This is not only 

from the refinancing standpoint, but many customers 

will take, let us say, a 12-month contract and they 
believe they need the money for two eo three months 
and say, "Well, in order to be on the safe side I 
will take it for a longer period; there is no bonus 
and it doesn't cost me any extra and, in fact, I 


Save money if I pre-pay it." The customers are 
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very much aware of this, and generally credit users 
are becoming much more sophisticated. 

Now, having said that our documents 
give full rate disclosure, it is very interesting 
to find -- and we have made studies of this at 
our branch office level -- that the customer 
says, "Well, it is fine; I see the rate here, but 
how much will it cost me?" The customer asks 
£Onicne, dollar cost, 

The reaction of the customer when he comes 
to our office is (a) he wants the money and (b) how 
much will it cost ne a months WLLL 2b £20 in ‘with 
my budget, and we find these people generally 
have given the prospective borrowing very careful 
consideration. They like to know the amount in 
cash, for many of the reasons that Mr. Willmott's 
group mentioned yesterday; that has been our 
experience and we think the dollar cost is essential 
to the customer in measuring it in terms of his 
own earning capacity. 

COMMISSIONER LEMAN: Before we leave this 
area, there is one question that puzzles me. In 
the range of above $1,000, $1,000 to $1,500, you 
are by law hee permitted to exceed the rate 
of .one-half. of one per cent per month, is that 
right? 

MR. OAKES: Yes. 

COMMISSIONER LEMAN: In that same range 
of credit, that form of credit granted by banks 


and department stores, et cetera, is there that 
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6 per cent limit? 
MR, OAKES: No sir. 
COMMISSIONER LEMAN: Why is that; why 
did the legislature consider it necessary to impose 
that limit on your industry in that range and not 
on others who may be lending in that rangé, too? 
MR. OAKES: Anybody lending cash in ake 
range, sir, would be subject to the Act -- not sub ject 
to the Act, but if they were :not. 2 licerises they couldn't 


charge more than an over-all rate of 12 per cent 


per annum. 
You see, the privilege of license is the 
thing that gives us permission to charge 2 per cent 
per month on an unpaid balance to $300, and the 
rest of the rate structure. Any person wishing 
to make loans below $1,500 that doesn't have a 
license, is by law restricted to 12 per cent per 
annum maximum charge. This, of course, doesn't apply 
to financing of merchandise, 
COMMISSIONER BROWN: Your rate works out 
to just about a little over 12 per cent per year 
on $1,500?. 
MR. OAKES: It is 154 per cent, sir, 


on $1,500 at a graduated rate. 
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COMMISSIONER LEMAN: Do you subscribe 
to the aims of this, that it does apply to cash cLoans 
and not to loans for the purchase of goods? 

MR. OAKES: We certainly believe that 
regulation must apply to that type of loan which 
we term a small loan. There are many other aspects 
and constitutional problems as far as merchandising 
is concerned; there are property and civil rights. 

I am not a lawyer, but having discussed this with 
lawyers I know that the problems in that area are 
Peerencone, 

in our own industry, and I think in the 
merchandising industry, with the exception of a 
very small fringe group, I believe that the rates 
are competitive and fair. 

There have been some very bad examples 
used against some of our retail stores, for instance. 
They had to do with the smaller type of contract. 
where because of the initial cost and the small 
amount of money the minimum cost will come out 
at a considerable interest rate. But, we know 
it is absolutely impossible to even investigate 
an Romcetion for that minimum charge. If you want 
to relate it to the service you can say that it is 
54 per cent per annum. If this has any psychological 
effect on the customer --I suppose he is happy to 
Obtain the credit, but it is slightly marred by 
the fact that it is 54 per cent. -That charge of 
$2 would in no way compensate the credit grantor 


for the work that must be done to put that account 


P 
at 


Leigh ao 30 st te oN <ioge: Soum nabentiegs 
Sass ssn: ln aie A iam 0 ge: 
Sake loaerosem es met es emeidang: snottae hat 10 oan 
» yadeght Livto. ns YWisqouw xs stedd  ybemsen 


ew eid? aod anived tae womwal 4 gon a 
—_ 


ans aots teat ak ato Lom ond dackt wohnl * 
edgy at Apidt J bos . yntondod aw. tiem 


$ lo motigaoxs ord itiw yeadeubet ns i 


ester end tad svolled z <qWwors, sent Lfsns. 5 oa 
TS) Bea orkid panne): a 
ss iqmsxa bed yew anor eae evaw eat “ie aa 


Potasetl s8t.,.aes%otea Listanr 30 We amon Jantens noi A \ 


L 
gosutaso Yo out; "eilame ond athe ob ot Sad vent. Te 


4 


Cffisne sdt bis teoo Labisol edd to sapaced erie die | ST 

ino satoa [fiw dsoo momialm oedsv yenom To sensor f 

OA oW Ju .atesY castedal oldstabiance & ta a | 
sisutsasvat neve of efdtesoqmt yledsloads at PF ae 

oew NOY TI .sytsio oumtiin vende wt notisoliqqs iB 
ét Jl vane ysa ces voy esiviss siz av. .ad O5RLMA: al 
Taotgoledsqag vse esd elds 1 mums eg dma seq AC o 
Ot. Vans =t ad asongue Tien mE ont m9 700220 

ys bortem vivigtie ax a ears | atoate eat abedae 

YO Sarsiio tale indo tog #2 ot! oF daciz son ont 
TOUTE T tibere ott Sy SBnoqaes i 
Sawooes sane aut ox ienot ed “er ted. 


eo ee ee . 


Nethercut & Young 557 1 


Terente, Ontario 
on his books. 

COMMISSIONER GIBSON: With reference to 
the total charge which the sales finance companies 
emphasize as the important figure I was just looking 
over these forms, and I do not see a place for 
that. It is clear in all of them as to what 
the rates of interest are, but you do not have a 
place where you show the amount of loan and the 
total money charge; is that correct? 

MR, OAKES: There is a place which shows 
the total amount of principal, sir, and then you 
will find that it is repayable in X number of monthly 
instalments. 

COMMISSIONER GIBSON: It needs some 
multiplication to get the figure I am talking about. 

MRE OAKEO: Yes" bubelt ws Tainly-cimple 
multiplication, 

COMMISSIONER GIBSON: Yes, it is, but 
I do not find it on the form in that particular 
way. 

MR. OAKES: In any particular transaction 
the charts in our office are discussed with the 
customer. He sees the amount of his monthly payments, 
and, as I say, this is very important to the customer. 
He has to know whether he can afford the monthly 
payment. The managers who explain the transaction 
are required -- and this is general throughout 
the industry -- are required to explain the dollar 
cost and the interest rate, but we have found 


that primarily the customer wants to know how much 
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it is in dollars, 

COMMISSIONER GIBSON: I have one other 
question. I am sorry to keep going back to the 
50 per cent who did not get a loan, but can I ask, 
Mr. McClure, whether that is the typical American 
experience? 

MR. MCCLURE:) It varies, Mr. Gibson, with 
the prosperity of the cycle in which we happen to be. 
There are times when we may be able to lend to 60 
per cent of our new applicants, .and there are other 
times when we will fall to 40 per cent of the new 
aeppiicanrs.. Lochink toils Picure of. 5O per, cent 
may be the Canadian experience, or it may be the 
average which dramatizes the fact that loans are 
not obtainable by all new applicants. Yes, the 
experience here is not only typical with what we 
have in the United States, but it has been true 
for a business generation, to my knowledge. 

You see, we are doing business with a 
parade of people, only a minority of whom have a 
need for this service. This is not like cigarettes 
or gum -- perhaps you can think of a better illustratio 
-- where it is conceivable to assume that everybody 
may be using the product. This is not designed 
for everybody. This is a remedial service designed 
for only that minority in the group that has a 
financial emergency. 

The problem is how to advise that minority 
that when the need arises they should come to yur 


institution rather than go to a competing institution 
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within the same area, or to an institution which 
competes with our own group. The only way we know 
of doing that is to advertise, and you have to 
advertise in such a way as to not turn away, or 

to bother, the people who do not want to use your 
service. «You Nave Co put up’ Justa sign; “which, 

in effect, says in the most convincing way you know: 
"When you need the money come to this particular 
institution.” Now, advertising pulls in the good, 
the bad and the indifferent, so you have to make 

a selection because you are in the business of 
getting your money back. You cannot lend to every 
Tom, Dick and Harry who comes in. Your advertising 
pulls in the good and the bad, as I say, and you 
have to weed them out. 

In many cases, perhaps, you may see that 
their needs may also be postponed. They think they 
need something today because they are unschooled 
in handling financial affairs or in discipline, and 
they can be persuaded to wait.” So, it is nota 
question of having a loan today. Many of these 
50 per cent who are turned down are handled in such 
a way, if the lender is able to do it, that at 
a later date they will come back when their need 
is right for the lender to grant a loan, or when 
that borrower's position is more secure. 

The advertising brings in people who 
have recently moved, or who are unstable, people 
who change their jobs and their residences often. 


There is no evidence that their promise to pay can 
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1 be relied upon. That is where the selection of 

2 the borrower comes in. So, on new loans that 

3 experience is normal. 

“ COMMISSIONER BROWN: There is one point 
5 here that I omitted to cover, but which I intended 
6 to. I notice that the number of new loans in the 
7 Small loan field that have been made each year 

8 has been pretty constant for the last three years 


9) at $280 million, but the outstanding year-end 


10 balances have been going up by between $35 million 


11 and $40 million each year. What does this 

12 indicate? 

13 MR. OAKES: It indicates basically 

14 an increasing average balance. Of course, the 

15 new money advanced has been consistent, and I think 
16 that Mr. McClure explains it very well when he 

17 Says that the new money has remained at a remarkably 


uniform Level each year. The continued expansion 
of the credit union Sete and the greatly 
expanded activities of the chartered banks in the 
field of personal loans have undoubtedly had some 
effect on this trend. The borrowers who re-finance 
loans and people who have borrowed before have 

one advantage over this group that Mr. McClure 

has just described. These people have established 
a credit rating with you. In most cases they have 
proved that they are able and willing to re-pay 
the loans. They have stability and all the other 


credit qualifications, 


Then, you have the initial customer who 
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borrows $200 who will come back a year later, 
possibly, and then borrow $400, It is well within 
his ability to repay that loan, and therefore it 
increases the average balance of his loan. This 
represents the increases in the outstandings that 
you have mentioned. 

COMMISSIONER BROWN: Does this mean that 
the average term is lengthening? 

MR. OAKES: No, terms are again controlled 
by the Act. It means that the borrowers individually 
are establishing their credit, and taking larger 
amounts of cash credit. 

COMMISSIONER BROWN: Well, your amounts 
loaned to new borrowers are not showing any increase 
over this period, but the number of branches has 
been increased by almost 20 per cent. Does that 
indicate that your new branches are just running 
to a standstill, or something? 

MR. OAKES: No, sir, it indicates that 
in order to maintain that level of new borrowers 
we must continue to offer our services to new areas 
that we have not been servicing. In the case of 
cities like Ottawa it becomes convenient to break 
up existing branches in order to give good service 
to the customer -- to break up those larger units 
into smaller ones. AS a unit grows we have to 
break it down into smaller units in order to give 
better service. 


COMMISSIONER BROWN: Those are all the 


questions I have, Mr. Chairman. 
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i THE CHAIRMAN: You have mentioned 

2 consolidation of debts, and apparently nearly a third 
3 of your borrowers give that as their reason for 

a borrowing. Can you say generally what effect. 


these consolidations have? They would, I suggest, 
be for the purpose of rolling all debts into one 
and then increasing the term, Would that 
be so? 

MR. OAKES: It ~is, in-effrect,; a’ safety 
valve in many cases. The consolidation of debts 
is the main and principal purpose given for that 
loan. There may be some ancillary reason, but this 
is the main purpose. It may come at a time when 
aman has just returned to work from temporary 
unemployment, or there has been some unexpected 
family expense, or a reduction in income. We have 
found that the levelling off period in our economic 
activity, when many people are not working over-time 
and their income is reducing, makes these people 
use the consolidation service as a safety valve 
in order to retrench, as it were, and handle their 
debts in an orderly fashion. 

THE CHAIRMAN: In most of those cases 
would they owe money in some definite way such 
as by promissory note or borrowing from some 
institution, or would it be just money they might 
owe for groceries, or something of that kind? 

MR. OAKES: It is a mixture of all those 
creditors, sir. It is very hard to say any one 


main purpose. Would you have anything to say on 
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that, Mr. Cawker or Mr. Masson? 

MR. MASSON: I think Mr. Chairman, 
consolidation of debts generally runs down to 
housekeeping debts or trade debts within the home. 

THE CHAIRMAN: That is, perhaps, a debt 
On which they are not paying any interest at all. 

MR, MASSON: Yes, but they find that there 
is human frailty involved in meeting obligations 
that are not creating a disciplinary influence on 
them. They are just not meeting those expenses 
out of the family pay-cheque, and it is much easier 
to consolidate these debts and owe money to a company 
that is going to insist upon their paying. They 
find it is a disciplinary situation to which they 
like to adhere. I suppose it is like buying 
insurance. If we were all intelligent and very 
smart we could take the money that we spend on 
insurance, invest it wisely and possibly get a 
greater return than an insurance policy gives us, 
but the discipline imposed by the conditions of 
an insurance policy,in having to pay the premiums 
every month or every year, makes it much easier 
than trying to do it on a hit or miss basis. 

THE CHAIRMAN: Does the demand for 
consolidation of debts tend to increase in times 
of unemployment or of tight financial conditions? 

MR. MASSON: No. I think, Mr. Snes anes 
that the members of the public govern this 
themselves. In this business I think it is 


natural that in times of good employment or good 
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1 wages people tend to take on responsibilities 

2 that they would not take on when the economic clouds 
3 are darker. 

& THE CHAIRMAN: So that your business 

5 tends to increase during good times and to decrease 
6 during poorer times? 


MR. OAKES: Yes, but it does not follow 
the business cycle to the same extent as in 
the case of durable goods. However, that is 
the trend; it tends to improve with good times. 

THE CHAIRMAN: Have you given any figures 
in your brief that indicate that? I do not recall 
any specific reference to that ‘situation. 

MR. OAKES: No, I do not think we have 
given any specific indication in the brief with 
respect to that situation, but it is certainly an 
experience that I know this group can confirm. 

COMMISSIONER GIBSON: Your loans and 
assets seem to go up every year. 

MR. OAKES: Yes. 

COMMISSIONER GIBSON: Despite the 
Slight recessions we have had during this period the 
figures have been going up. 

MR. OAKES: Yes, new family units 
are coming into the market more and more. Our 
type of service and other institutions, I think, 
have helped to sell the idea of instalment purchasing 
and instalment borrowing, and they have served to 
increase Siibite confidence in the whole field. 


MR, McCLURE: Might I say in response 
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to Mr. Gibson's question that I think the cycle 
within the area that Mr. Masson and Mr. Oakes 
have spoken about has been marked by the tremendous 
over-all growth in this type of business, not only 
for our industry but for all consumer lending 
businesses in the last ten years. Therefore, it 
is true that each year your Canadian figures show 
an increase and yet ts demand will vary at the 
branch office level in the flow of applications. 
MR. MASSON: I think, Mr. Chairman, 
this is very general in areas that are dominated 
by one large industry. For instance, in Windsor, 
Oshawa and now Oakville, where you have a large 
number of automobile plants, when those plants go 
on strike or are shut down Hae only does this particula 
industry ,but all consumer-serving industries, have 
a natural set-back. This has been brought out, 
as I say, in Windsor and Oshawa in years gone by, 
The most dramatic illustration in recent years was 
when the workers at the Ford plant at Oakville went 
on strike. That Christmas was the worst one 
that had ever been experienced in that town. 
People just stopped spending money as soon as the 
Smoke stopped coming out of the Ford plant's chimneys. 
THE CHAIRMAN: Would you have a greater 
demand for loans? 
MR. MASSON: No. 
THE CHAIRMAN: I was just wondering 
whether the demand was greater, but there were 


fewer loans that you would approve? 
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MR. MASSON; No, the demand was just not 
there. AS I said before, this is governed by 
the peonole themselves. 
THE CHAIRMAN: We shall adjourn for 10 
minutes. 


--- A short recess, 
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THE CHAIRMAN: We shall now resume. 

I think it has been mentioned already 
that all the regulated loans are made atthe’ | 
maximum permissible rate. That is so? 

MR,..OAKES:. Yes, sir, 

THE CHAIRMAN: In view of that, what 
steps do you take when you incur increased expenses? 
You are in a position where you have not much 
flexibility, and you cannot increase your revenue, 
except, I suppose, by increasing the number of loans 
Bt suandine: but, nevertheless, there are costs 
incurred in the increase, How do you improve your 
net position financially? 

MR. OAKES: Wé a€constantly striving for 
more efficiency, sir. With the fixed ceiling and 
the-floor<coming up, as it were, we have to concentrate 
on this at all times. 

There are ways in which you can improve 
your net position. Our business is one that requires 
a Substantial leverage factor -- volume, certainly. 
We find that some of the smaller licensees have 
pulled back on their small loans operations where 
they have not been able to develop,on a local basis, 
the volume that is required, and they have concentrated 
more in the field of larger loans or conditional 
Sales contracts. This is a very real problem 
when you are not in a position to pass on substantial 
increase in salaries, rentals and all the other 


factors, to the consumer. 


THE CHAIRMAN: There are figures in the 
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1 brief showing what the write-offs are. I do not 

2|/ know that it is necessary to pursue that. To what 

3 extent can you control the credit losses by making 
variations in the quality of loans made? Is the 
quality improvement a matter of making smaller loans 
per customer, or reducing loans to certain customers? 
Perhaps we could have a picture of the manner in 
which you deal with this situation. 

MR. OAKES: The main method of dealing 
with it is up-grading of the credit risk. We do 
feel we have a responsibility in the area of, particularly, 
the small necessitous borrower. We are licensed 
for this purpose to take care of as many of those 
people as eden but, generally, in order to control 
losses it is a matter of close control in handling 
Over-due accounts and making new arrangements with 
customers. Mainly, it is the up-grading of the 
credit qualifications. 

We are very sensitive to the geographical 
situations. I remember well the Elliot Lake situation, 
where a number of our members were operating in 
that town. We certainly had to pay a great deal 
of attention to what we knew would be the ultimate 
Situation, with many people moving out of the area. 

I think that control of accounts 
On a close personal basis and up-grading of credit 
risks help to keep that write-off figure within 
bounds. 

COMMISSIONER MACKINTOSH: I would like, 


Mr. Chairman, to try to get a clearer picture of the 
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industry's sources of funds. 

S eae at tables 22 and 23 in the appendices, 
headed, “Analysis of Funds of Consolidated Parents 
of Nine Licensed Companies". Does this mean that 
those licensed companies do not do their own 
financing and that it is done by the parent company? 

MR. OAKES: The situation generally there 
is that the parents do the fund-raising -- the 
parents raise the eines affiliated or subsidiary 
companies. 

COMMISSIONER MACKINTOSH: Then the figures 
given here, are they only for the Canadian subsidiary 
or are they all the funds that the parent companies 
raise? 

MR. OAKES: They represent all the funds 
that the parents raise, ‘sir... 

COMMISSIONER MACKINTOSH: ‘here is nothing 
then to indicate how the parents dole it out among 
the children? 

MR. OAKES: No, it is very difficult to 
arrive at that figure on an industry basis. We 
are trying to present our. figures as an association. 

To give an individual example of one 
of three foreign-controlled companies, possibly 
Mr. McClure would have something to say on the 
fund-raising by a particular company. 

MR. McCLURE: Mr. Commissioner, is your 
question: How does the parent decide how to dole 
the funds out to the children? 


COMMISSIONER MACKINTOSH: Yes, that is it. 
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MR. McCLURE: I would say that a foreign 
parent of a Canadian-operated small loans company, 
once committed to operation in this country, sees 
a field. which is fertile for sepals this type 
of demand, an opportunity profitably to employ 
their funds in this type of business; and, therefore, 
there is a rather uninhibited desire to supply the 
child with the funds. One of the things which 
could dampen that enthusiasm would be if they could 
Only acquire a certain ‘amount of funds and if they could 
employ it more profitably in Timbuctoo than Canada, 
they might favour Timbuctoo, However, as far 


as I know that has not been the case, and there 


has been this uninhibited desire to finance the 
Canadian operation. 

COMMISSIONER MACKINTOSH: I was interested mor 
in what. inhibition there would be in periods when 
money got tight in both countries. 

MR. McCLURE: Well, if it was so tight 
that the parent could not acquire enough funds to 
supply both, then there would have to be a decision 
made; there is no question about that. 

Would your question then go beyond that to:: 
Has such a situation arisen? 

COMMISSIONER MACKINTOSH: Yes, I would be 


prepared to go that far. 


MR. McCLURE: I do not want to anticipate 
your question, but I would say that we are talking 
about a relatively short period because I think 


most of the American companies have not been operating 
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up here prior to 1933 -- give and take a couple of 

years. JI would say that during that period there 

has never been any inability on the part of the American 
parent. to finance the Canadian subsidiary, either 

with funds raised in Canada or funds obtained in 

the United States and sent across the line. 

COMMISSIONER MACKINTOSH: Other people 
who have appeared before us have indicated that there 
have been several episodes of tight money in that 
stretch of years. Does it not affect your industry? 

MR. McCLURE: Yes, it does, and I can only 
speak in response to your question to my knowledge. 
There may ON some American-based companies which 
have not been able to supply their Canadian subsidiaries, | 
but I do not think that is the majority experience 
up to this time, sir. 

MR. OAKES: For the Canadian companies, Mr. 
Commissioner, of course, the effect of tight money 
falls very heavily on the smaller companies, companies 
that do not go to the public and who possibly do not 
deal in the commercial paper market or use other forms 
that are dependent to a large extent on bank credit. 
Certainly, those companies are affected. 

As we spoke of the problem of ceiling in 
the regulated field, we have to be very conscious 
of the amount we pay for our raw material, and the 
control of this cost is very important, to the point 
that I am sure there may be a going interest rate 
at which we would decide to up-grade or curtail 


our credit to a certain extent if things reached that 
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stage. 

COMMISSIONER MACKINTOSH: Over the past 
10 or 15 years have there been any marked shifts 
in the sources of your funds, or do they follow 
a pretty consistent pattern, speaking, say, now 
of the Canadian affiliates? 

MR. OAKES: I think one of the main shifts 
has been for the companies to move away from bank 
lending to a certain extent, and to seek out other 
Sources of funds. 

AS the receivables of a company mature 
there is a funding from short-term into long-term 
debt, as you see the operation grow, and this is 
a very logical movement. 

COMMISSIONER MACKINTOSH: Is that because 
the average term of your lending has beenextended? 

MR. OAKES: The demand. Usually, sir, | 
starting from scratch you build up a demand and 
Beoetbivenct are using short-term financing. As 
that demand increases your loan account is consolidating 
We have shown, through some years, marked increases. 
event years the increase has. slowed down. As 
this 1s consolidated you simply move into the 
longer-term debt structure, where possible. 

COMMISSIONER MACKINTOSH: This is because 
you develop a dependable fraction of business you 
can afford to cover by long-term borrowing? 

MR. OAKES: Yes. 
COMMISSIONER .MACKINTOSH: As against the 


fluctuating fraction which, presumably, is needed to 
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Terento, Ontario 
be covered by a shorter-term borrowing. Is that 
the logic of it? 
MR. OAKES: Yes, that is substantially so. 
MR. McCLURE: Fundamentally we employ 
our assets long-term, We do not expect or want them 
to decline, the assetsemployed in the business. 
Primarily we are talking about assets invested in 
customer notes receivable. If those assets are 
represented on the liability side by short-term 
borrowing you are carrying more than the normal 
business risk, because every time a shozxtterm note 
matures you have to re-negotiate the interest rate 
and the term, and you face the possibility you may not 
beyebles to, get, dt.. Therefore, it is risky to employ 
long-term and borrow short-term. So, as a company 
gets started, they start out short-term in order 
to avoid this temporary shift, the little cycle. 
Then, as soon as they can, they can have enough 
short-term funds of a size which economically warrants 
re-funding intolong-term. Then they should have their 
heads examined if they do not, because if you have 
long-term liability you are much safer in employing 
your assets long-term. So the ideal is to have as 
much of your long-term liabilities represented by 
long-term assets as you can. But you make that 
progress one step at a time. You start out all short- 
term and then take ‘one step forward with long-term, 
and eventually a company that has been doing this 
for some length of time would have $4 or $5 long-term 


for every $1 on short-term. That is the philosophy 
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1 behind it. 


2 Of course, there are other reasons. Right 
o now there is also the reason that short-term money 

4 is more expensive than. long-term; but that is 

5 a temporary situation. 

6 COMMISSIONER MACKINTOSH: When you say 

"| that your commitments are predominantly long-term, 


8 how long is the long-term? 


9 MR. McCLURE: That requires elaboration. 
10 You can measure the length of our assets -- that is, 
11 our customer notes receivable--bythe length of contract 


12| which they sign -- 


13 COMMISSIONER MACKINTOSH: ‘That normally 
14 runs up to what -- 24 months? 
15 MR. McCLURE: Let us say, on the average, 


16 20 to 24 months -- the speed with which they refund, 

17 and that would perhaps fall in the neighbourhood of 

18 10 months, and the length of time that they are 

19 on the books, regardless of the number of contracts 

20 they have, and on average that would probably fall for 
21 amature company somewhere between 23 and 28 


22 months, 


29 


30 
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That will give you an idea of the length of our contracts, 
But, you see, the lenders are in business to continue 

vo pe in business so when I said we employ long term 

I am not speaking about the length of time we invest in 
the assets of the customer notes receivable from 

the point of view of the customer but how long we 


intend to have a body of receivables outstanding re- 


28 


29 


gardless of who the customers are, Does that answer 


the question? 


COMMISSIONER MACKINTOSH: Yes, it outlines 


at greater length what I said when I said you developed 


a dependable volume of business. 
MR. McCLURE: You are right, sir. 
COMMISSIONER MACKINTOSH: And therefore 
it is safe to get into longer term financing. There 
were a couple of sentences or short paragraphs in 
your brief which. I did not quite understand. I 
would refer you to paragraph 77 on page 30, which: 
reads: 
4 One foreign-controlled company, 
due to indenture restrictions on the 
parent, can borrow only from affiliates. 
The parent company has several times 
attempted to sell large quantities of 
Canadian dollar securities to Canadian 
institutions but has not been able to 
do so to the extent desired and has 
found it necessary to sell these same 
Canadian dollar securities to insti- 


tutions and others outside of Canada." 
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Would you explain that more fully? It does no 
sate much more there than this company had difficulty. 

MR. McCLURE: May I answer that, Mr. 
Commissioner? Many companies which are in the business 
of borrowing large sone? oF money do so not on just a 
plain promissory note but on a promissory note secured 
by a formal document, an indenture, which among other 
things includes what are known as negative covenants, 
One of the negative covenants which is usually requited 
by creditors is that the equity of the parent company 
in its subsidiaries shall not be diminished by 
permitting the subsidiaries themselves to borrow 
money from third parties. It is the old abuse of 
the Holding Companies Act which arose in the twenties 
and resulted in a great deal of grief. That negative 
covenant usually takes the form of limiting the parents! 
Subsidiaries in the amount of money which the sub- 
Sidiaries can borrow from third parties. Sometimes 
it is a prohibition and sometimes it is qa limitation, 
but it is such a limitation that many of the subsidiaries 
of parents are not able to borrow any substantial 
amounts from third parties. That is what that refers to. 
That means that if the subsidiary is to grow it has to 
grow only by advances from the parent and those 
advances from the parent come in the form of investment 
in the stock, drawback of earnings, and direct loans. 
Have I covered the question? 

COMMISSIONER MACKINTOSH: Yes, so far, but 
it goes on td say that they have attempted to sell 


Canadian dollar securities to Canadian institutions 
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but have not been able to do so. 

MR. McCLURE: When you have a business 
operating in two currencies you run a hazard of an 
exchange loss when you make advances from the parent 
to the subsidiary across the exchange line. You 
eliminate that exchange hazard to the extent that the 
parent company can borrow money in the currency of 
the operating subsidiary. Some of the companies have 
found that the amount of the Canadian dollar investment 
available for the American parent is inadequate for 


the demands of the subsidiary. In other words, they 


cannot get enough money and that is all that this says, 


that this particular company made an effort to sell 
the parent company Canadian dollar bonds to Canadian 
institutions in Canada, and at the same time to American 
investors who are willing to buy Canadian dollars and 
invest them for the sake of the higher interest rate. 

COMMISSIONER MACKINTOSH: Then it is just 
that the Canadian investment market is not sufficiently 
enthusiastic about these securities to take as much 
money as the parent company would like to market. There 
is no special obstacle there, 

MR. McCLURE: No, nothing but the voluntary 
decision of the investment market. You are quite right. 

COMMISSIONER MACKINTOSH: I had thought there 
was probably some difficulty about withholding tax. 

MR. McCLURE: That may play on the enthusiasm 
of the investor but it is not a prohibition. 

COMMISSIONER MACKINTOSH: It has on some 


Occasion a marked effect on enthusiasm. 
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MR.McCLURE: Yes. 

COMMISSIONER MACKINTOSH: I have another 
question which is of a different kind. Do the companies 
in your organization to any degree pool their credit 
investigations or do they all operate independently? 

MR. OAKES: The credit investigation of 
the individual applicant, sir? 

COMMISSIONER MACKINTOSH: Yes. 

MR. OAKES: No, each company does its own 


credit investigation. Of course, the credit require- 


ments do fall into a pattern. I think there has 
been a big improvement in the general situation. 
In recent years the members of our Association have 
formed lenders exchanges in the larger centres such 
as Toronto, Vancouver, Ottawa and so on, where we 
have imposed a restriction upon ourselves as lenders. 
An applicant would come to one office and that company 
would clear through the lenders exchange where all 
loans made by Association members in that area would 
be registered in order that we can insure that people 
are not borrowing from three, four or five sources, and 
we restrict that to two loans. 

COMMISSIONER MACKINTOSH: You restrict that 
to? 

MR. OAKES : A customer may have, within his 
ability to pay and his credit requirements, a loan 
with my company and a loan with one other company. 
That is the self-imposed limit. 


COMMISSIONER MACKINTOSH: It is much more 


liberal than the one bank rule. 
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COMMISSIONER LEMAN: In that section about 
the sources of funds I notice another paragraph, para- 
graph 79, which reads: 
A large foreign-controlled company 
whose officers are in Canada informed 
us that in their opinion the officers 
of their company were better able to 
sell privately the company's obligations 
than were investment dealers, although 
they did obtain some information from 


dealers." 


it is said that this is the opinion of one 
foreign-controlled company, but what does the industry 
as a whole feel about this matter? 

MR. CAWKER: I do not think that view is 
Shared by the industry as a whole. 

COMMISSIONER LEMAN: Do you think that 
company was referring just to availability or to the 
cost involved? 

MR. CAWKER: Probably availability rather 
than cost. 

COMMISSIONER LEMAN: So in effect you do 
not share this view. Is there anything more on this 
section, Mr. Chairman? 

THE CHAIRMAN: No. 

COMMISSIONER LEMAN: If there is nothing 
more in that section I should like to turn now to 
another subject and that is the question of control, 


On which the brief itself did not make much of a case, 
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but on which Dr. Eaton has put in a special paper. 
Dr. Eaton at the beginning of his paper says that his 
submission, instead of being just descriptive, as 

most of the main brief is, is analytical and argu- 
mentative. May I invite you, Dr. Eaton, to continue 
to argue this case but keeping in mind, however, that 
the Commission does not necessarily want to argue 
with you or your clients about the points you make, 
but for purposes of clarifying our own thoughts we 
would like to ask you some questions on this. 

eres looking at our terms of reference 

I do not think this Commission is interested in looking 
into any of the moral or social aspects of the various 
economic activities that go on in the country, so that 
I do not think we would like to argue about the question 
cons =e eae paragraph 9 that no one should make 
absolute judgment as to whether the consumer credit 

is too high or is used too much for the good of the 
people, but we might be interested in thinking 
about it in the terms of the effectiveness of monetary 
control. 


You make a point in your paper about the 


purpose for which the loan is used. You seem to 


argue from that that if a loan can be considered non- 
inflationary there is no case for trying to restrict 
its use. Do you really believe that loans are by 
their nature inflationary or non-inflationary? 

DR. EATON: Generally, yes, I think so. 
In saying that I have in mind that generally in the 


banking system there may be changes from normal increases 
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in loans mostly to business, or decreases. That is 
the main field in which any expansion of loans, money 
Supply and loans, finds’ its expression. That is where 
it works itself out, whereas the type of loans I have 
mentioned here as not being inflationary are more in 
necessitous 
the nature of just ordinary spending, ordinary/ cases 
that do not expand or contract generally in periods 
when credit generally is expanding or contracting. 
I would not like to say that just the fact 
of loans being made is mainly responsible for what you 
might call the inflationary forces. It is the spending 
of them. It is perhaps a small point of difference 
Beit is the spending of money and crowding of spending 
it which causes inflation rather than the existence 
of the loan itself. It its a small point but I think 
it is fair enough to point to the spending as the cause 
of inflation rather than the fact of the loans outstanding. 
COMMISSIONER LEMAN: Are you suggesting that 
the monetary authority in looking at the conditions 
it must look at to decide on a certain action should 
right off the bat be a little selective in considerin 
the effects of the action it is going to take? 
DR.-EATON: Yes, I think that is correct. 
I think what I am saying is that mainly it is the 
banking system that is responsible for the main flow 
of loans to industry, and that is the direction that should 
be watched. I think I have used the word "selective" 
in the sense that these types of loans that people are 
Making are not really in the picture at all. They 


are not large and they are of the sort which I suggest 
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here should not be interfered with, for generally that 
is not the kind of spending which expands and contracts 
and may cause inflationary forces to get under way. It 
is selective in that sense, yes. 

COMMISSIONER LEMAN: In that same sense, 
though, what is the meaning of these particular words 
in paragraph 62 of the main brief: 

: Such loans should be fostered in 

times of economic change and stress 

because at such times need for them 

increases," 

What are the type of conditions in the economy that 
are referred to there by the words, "economic change 
and stress"? 

MR. OAKES: One of the main stresses is 
increase in unemployment, or at the end of the cycle 
when things get underway the increase in employment, 
where people wish to pick up the commitments which 
have accumulated during a period of temporary unemploy- 
ment. Then there is the re-adjustment of family 
living standards. There are the social aspects. 

We have been concerned with the number of people 

that are turned down. What happens to them? From the 
social aspect we feel that money should be available 
for these remedial purposes, and that they give the 
Smaller borrower the opportunity to retrench and re- 
adjust, possibly, his living standards or living costs. 

COMMISSIONER LEMAN: So, you were referring 
to the Se eee of a particular individual and you 


were not talking about the general conditions of boom 
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or recession in the entire economy? 

MR. OAKES: No, sir, I am speaking purely 
from our experience as operating people dealing with 
the public, knowing the reasons and the circumstances 
of their requirements for money, purely and simply 
the social aspect that money should be available for 
these purposes. Even in times of tight money or 
of easy money, family emergencies and these situations 
arise with just about actuarial regularity. We examine 
the family aie and that is the situation I am speaking 
of, Mr. Leman. 

COMMISSIONER LEMAN: To get back to Dr. 
Eaton's argument, would you not say that what the 
monetary authority would be looking at mostly would 
be whether more or less use of credit in the economy 
leads to more or less total expenditure for goods and 
services? 

DR. EATON: Yes, I suppose so. 

COMMISSIONER LEMAN: And these loans for 
the purposes you have described may still lead to 
more total expenditure for goods md services than if 
they were not made? 

DR. HATON: Some, yes. I think I would 
have to agree with that. Just go through the list. 
Take Weectiaation of debts. I would say no to that. 
You could not argue very well that there is an increase 
upon that. One man borrows here and pays off there. 
it is a passing around of credit. Take travel. I 
Suppose you would say that is spending for goods and 


Services. It is moving around. Take sickness, paying 
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off your doctor and paying taxes and paying your insurance 
I suppose some of these are payments for goods, certainly 
for services. As I recall it, a large item is 
automobiles. Take second-hand cars. That is just 
passing around that which is in existence. You find 
your car lots chockfull of second-hand cars and a fellow 
borrows and buys one. I do not know that you would 

say that is directly and immediately the result of 
purchase of more goods in the sense of getting them 

to be produced. It is just a shuffling around of 
existing goods, which does not directly lead to more 


process. of production. 
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COMMISSIONER MACKINTOSH: Still, at that 
phase of the business cycle when monetary policies 
might be concerned with consumer and other expenditures 
which were rising rapidly, is there any reason why 
the used car dealer, the doctor, the various people 
whom your industries customarily deal with shouldn't 
be pinched a little along with all.the rest of 
the community? The pinch doesn't fall DPanul cul ary 
on the man that borrows from you, it falls on the 
fellow whom he can't pay unless he gets a loan 
from you; they are the fellows that have to curtail 
their expenditures? 

MR. CAWKER: JI think, Dr. Mackintosh, 
that probably it is worthwhile considering one 
Statistic on page 19, table 9; 71 per cent of 

to people 
our loans are made fetween the outside age limits 
of 20 to 44, 

Now, we as a group have a pretty high 
Opinion of the ability of the Canadian consumer to 
manage his affairs, but I suppose probably it would 
also be fair to say that in the family group, 
in this lower age limit, they might be capable 
of making a few more mistakes than the category, 
let us say, from 35 or 40 on up. 

When, as Dr. Eaton has suggested, the 
banking system curtails loans to industry, there 
is hardship already in the curtailment of profits, 
but I think when you curtail the ability of the 
small necessitous borrower and getting the problem 


of, let us say, a rather large portfolio of debt off 
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his back by means of consolidation, that there is 
a parallel here,too; that the heaviest percentage 
of our loans are made for consolidation, and in 
the ultimate projectionthe money does get back 
into circulation possibly through the merchant or 
through the doctor, or whoever is paid by this 
consolidation. Still, there is hardship in the 
one case if there is control and probably a curtailment 
of profit and slow-down of the flow of funds in 
the other example dees has been given by Dr. Eaton. 
COMMISSIONER MACKINTOSH: I was just trying 
to whittle off the compassionate rind that had 
been put’ ‘on’ ‘this. 
MR. OAKES: Compassion. exists more with 
Our customers and consumers than it does with the 
man who will be paid. We are trying to solve the 
problem of the individual. 
COMMISSIONER MACKINTOSH: There are 
BSnsterenaie cases here, but they attempt to say 
it has no effect on expenditures and I think that 
goes a little too far. Now, the effect may be 
SO Dractional that it is not important; I am not 
arguing that. 
COMMISSIONER GIBSON: But it does put 
more liquidity into the system when you allow somebody 
to pay who wasn't able to pay before, and this is 
characteristic of loans from most financial 
institutions; they make somebody more liquid. 
DR. EATON: IF think I would agree a little 


bit and I would like to resist a little bit. 
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COMMISSIONER GIBSON: This is how monetary 
policy works, is it not, on the marginal cases? 

DR. EATON: Yes, but there are marginals 
and marginals, and I think I would say in volume 
particularly. 

COMMISSIONER GIBSON: You are almost saying, 
Dr. Eaton -- correct me if I am wrong -- that the 
level of consumption isn't a very Significant 
factor from the standpoint of the monetary authorities; 
is that a fair statement? 

Dae gEALON? NO, J. qon'tsthink 1¢ Js. 
I think it works down indirectly. I would say from 
the point of view of the monetary authorities that 
it is the loans to business which are the big 
factor in the ups and downs here of the credit 
and of potential inflation, and it is secondary 
that it will work its way down into consumption.- Obviously 
aman will not go ahead if he can't get credit 
and there will not be as many people employed in 
that plant as otherwise would, and downstairs you 
would see that there will be less consumption. I 
think it is a bit out of proportion to look downstairs 
at the minor bits of consumption financed by these 
loans and say this is significant in the control 
of the system, I think that is essentially what 
I am saying. 

COMMISSIONER GIBSON: The funds for business 
purposes are very important from a monetary point 
of view, particularly inventory? 


DR. EATON: Yes, they certainly are. 
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COMMISSIONER GIBSON: And for investment 
purposes, but there are times when the level of 
consumption tends to rise rather rapidly, too, 
and in this country and in other countries there 
has been concern about these waves of consumption 

expenditures, particularly in certain areas. Concern 

has been expressed in this country in recent years 

about our balance of payments; we are living higher 

than we should. This view has been expressed in 

Great Britain a good many times, and they ended 

up by trying in one way and another to restrict consump- 
tion as Well asinvestment, and I just am wondering 

what you think of this line? 

DR. EATON: Well, I think in this period, 
take the last 10 years -- and you might take out 
1956 -- you might argue that the consumption factor 
downstairs was relatively important. 

COMMISSIONER GIBSON: Why is it downstairs, 
why isn't it all on the same floor? 

DR. EATON: Well, perhaps I will come at 
this another way. I do think that in almost no 
other year has there been anything that might be 
called an inflationary factor as a result of 
consumption. 

Now, take the middle of 1956, I am not 
Sure -- we don't know how anybody can be very sure 
what happened in 1956 -- but take about the middle 
of 1956, along about June and July of 1956, prices 
started going up and it was quite striking in that 


year. Now, I don't know what is responsible for that, 
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whether it was a cost-push accumulating or 
consumption creating scarcities which started prices 
going up, but I don't know of any other year in 
this decade where it could be said that it was 
consumer expenditure that was pushing prices. 
That is what I am getting at in Saying that 
consumption at this level should not be regarded as 
in any sense inflationary at any time. 
| COMMISSIONER MACKINTOSH: Would your 
argument extend to the sales finance vague ais 
DR. EATON: Onenojti Le thanksnots er I eee 
know to much about their business, but I believe 
a L10v Of ltvis-finaneing purchases and === 
COMMISSIONER MACINTOSH: Suppose that in 
1966 you had a repetition of the 1956 experience 
and itwas felt desirable by some means to put the brakes 
on . a bit on the sales finance companies, how 
far would the consumer loan companies take up. some 
of the bulge? 
DR. EATON: Oh,.not much, I don't ithink so. 
{ think essentially I am saying that I don't think 
in any case controls should be attempted down that 
far. 
COMMISSIONER MACKINTOSH: Well, that as I 
understand it is one argument, but you do 
make the argument -- if I remember correctly -- 
that whether desirable or not they are impractical? 
DR. EATON: Well, I don't think that many -- 
I am guessing and perhaps I had better let some 


of the others talk about this, but there would be 
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many customers shift from the purchase of new 
cars if they couldn't be accommodated by finance 
companies; they would come to us and borrow, 
but I don't know how much of that you would expect. 

MR, CAWKER: In 1960, Dr. Mackintosh, 
the purchase of automobiles -- and we don't have 
a breakdown as whether,they were new or used -- 
represented 11.08 per cent of the purpose of the total 
loans made. I do know from practical experience 
that probably over the last 25 years the percentage 
of loans made for the consolidation of debts has 
remained very, very static, 

COMMISSIONER LEMAN: But Suppose that 
in times of high activity your industry -- and I 
Will exaggerate this to make the point -- managed 
to get all the used cars on the road, all of them, 
would that not have some effect on the total 
expenditure? You have to make them keep going on 
the road afterwards. 

DR. EATON: Undoubtedly if they cleaned 
off all the second-hand lots there would be an 
upsurge in the purchase of new cars alone wich) Lt. 

COMMISSIONER LEMAN: Now, Dr. Eaton, 
you make another point, you argue from the nature 
of the loan your industry makes, and then you shift 
your ground and talk about another factor, and 
that is the fact that uthey are not outfits that 
accept deposits? 

DR. BATON: Yes, 


COMMISSIONER LEMAN: Or finance primarily 
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with very short-term paper, and you have explained 

to us a little earlier that you start on the short-term 
and gradually try to convert your debt with long-term 
funds. Could we interpret this argument of yours 

to the effect that the fact that certain industries 

do accept deposits from the public would be a 

eriterion for the monetary authorities in deciding 

to control or not control? 

DR. EATON: I don't think I am equipped 
to answer that question, sir. No, I don't think 
that is the implication; I think you are perhaps 
getting into the field here of the distinction between 
a bank and a near bank, maybe not, but I wouldn't 
attempt to make any distinction there and I think 
LI am confining my remarks to our own industry and 
I don't think I would venture an opinion in this 
field. That is the fact that a company accepts 
deposits, whether that is grounds for, in effect, 
believing that controls shouldn't be extended over 
these companies. I would rather not answer that 
question. 

COMMISSIONER LEMAN: You don't like 
people to reverse an argument on you? 

DR. EATON: That is right. 

COMMISSIONER LEMAN: Then, to go on from 
there, In paragraph 29 you seem to make another 
argument, you seem to imply that the general action 
Of monetary policies in the control of money supply 
and the general cost of credit wouldn't tend to 


influence the level of operations of the consumer 


ea 


‘eke ” 


ten taloxe sven. soy’ bre wae 


ared-orote oft no ttsda voy Tédy wet ptae, i 


Ws ae alt 
nvet-sof dviw téeb auoy vreynoo oF We tee sf ie 


ervey "Te satin aed elig Jstyxeinl ov bila 


aetirerbak oferise zatle tont eft add Joelle of it Od 


& 8a Siow dttdug sh m«t ef feoges 
antetost ni sotiivodius Tisisnent Sry Far wokaba ted 
FlorsAcs FOr 
hbeqatvuoe me tT weld? o'sebh I IMOVAR 
yutds J'Hob Tt .o% whe yrodtsenp gang WETS 0 
eqevisc sng voy Mai TL snoltealporr arid bE tad 
; © (enel 

fesWied nolientveth sad to erst pleft sie @onz paliveg 
T'ohivow I dud .Jon edyvsn , iced “e6R Be le olnued ’ 
NALIN TF bine eyeds ooltanivalb vne esa Go tqmests 
wiiaubak awd «wo Ov aida’. SSeS are 

atdd wi nobriteo, as scudtasy SOW DBAS t' HOb ES 
#30295 tiagnos & Bie soa huis es taat -bisti” 
o1g ah vedy sedvedw had teaqsb 
tOvG Debassxs od I abivote afodiaee spa puitveltedq 
Vous TSWene Son Saiger Bilton [ es teeegmos saedd 
-MOLlTesup | 


toes ( 


ISMUuats of seta¥ey og sfqosq 7 
git tsi! | sHODAS VAG | 
Pott N6—oy oy ,tted] iit AapOTeR RNS 
; : P re 
SONS Sis of meee Loy SS wiergatsg AL” ereAhTy 
e .oT8fieg ons dadt eflomt of meee voy, Saomigits” 
fqqvl vener to foxdnps ae ul sefoliog rh 

o7 Dnes ‘Sib Laow 7liste “ko se08 an odd ona 
TORURNGS eit) lo. £40/0ats06 te isvey sit MISS kn | 


7?) TPs | 


Nethercut Young 5606 


Terente, Ontario 
i loan industry. 
2 DR. EATON: I think that is true because 
3 of the different nature of the companies. 
4 COMMISSIONER LEMAN: Well now, isn't 
5 it generally true that what has caused people 
6 interested in the effectiveness of monetary policy 
7 to go in for more selective types of control or 
8 to extend the types of control, or the tools with 
9 which monetary policy can operate, is the fact 
10 that there are large sectors in the policy that 
+ can by-pass the expected effects of the general 
g broad action. 
4 DR. EATON: r expect it is, although 
14 my position here in this memo is that to be as 
5 effective as they need to be they don't have to 
Mmiiextend downciitetairéct contreia..°t chink that ds 
17 essentially my position here, 
18 I can openly state that I don't think © 


19 that tight money policy will affect, réa@ity, very 


20 much the total volume, particularly of the companies 
21 that have access to funds from their parent companies, 
22 It has been pointed out I think in the 


23 other memo that the tight money policy hits very 


24 unevenly and that it would in certain directions 

2 cramp the style of certain members of the association, 
28 but having pointed out that 65 per Ponttee the 

id business is done by, Say, two companies, I am 

7 Saying that generally looked at as a total, I don't 


think monetary policy would have much effect other 


than by increased cost and some change in the 
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quality of credit risk that they will take, but generall 
as things are usually expanding in our industry 

in good times, I don't think you can make any 

assumption that there would be a decrease or very 

much slowing down; it would be a loss of profits, 

probably, 7less profit, but after having said that -- 

that is, that I don't think monetary policy would 

be very eflective to our industry =-..1. finish 

up by saying I don't think it should be anyway , 

and that is where I started in. 

COMMISSIONER LEMAN: Well then, I would 
like to ask you a question that stems from this 
reasoning which you have made, and that is wouldn't 
you worry that because monetary policy does have 
uneven effects on various people, that by restricting 

to the commercial banks its entire operation, 
letting it flow through only the commercial banks, 
that this leads to putting the burden on them 
in certain conditions of resorting to 4 rationing, 
and that type of thing, and sometimes rationing 
against people who are .in competition with the banks 
and where there is an overlapping? 

DR. EATON:Well, I think my view is this; 
you can say that with this tightening up on the 
commercial banks it still leaves others free. 

Now, again I come back, I think, to the 
proportions and as to how important that volume of 
what you might say .. commercial lending is outside the 
banking system. My own view, without knowing too much 


about it, is that I don't think it is very important. 
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I don't think it is sufficiently important for the 


chartered banks to have to lie awake nights worrying 


aoout.,it. 
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COMMISSIONER LEMAN: Would you want the 
government or the monetary authorities to decide 
how much of the restriction should be extended to 
your industry, or wauld you like the bankers to 
decide that? 

DR. EATON: Well, I think it is not entirely 
inevitable, but it is pretty much a conclusion that 
you have to come to that the banks themselves Can 
or have it in their power to, decide who to lend to and 
who not to lend to; who to tighten up on and who not 
to tighten up on. I think a person can assume that 
they will go right across the board and make a 
reasonable distribution of the tightening up. 

Your question was as to whether I would 
Sooner have them do that rather than the government? 
So far as direct controls are concerned, I would not 

want anybody to do it. I think that the present 
method with the central bank watching the position 
of the chartered banks is a good system of control 
and is sufficient, and I would not extend it down to 
direct controls which I think you get into once you 
depart from those who are in the clearing system and 
who are directly in the banking system. It would 
be bad to go beyond that because direct controls -- 
I think I will answer your question by saying that I 
would let the banks go ahead in deciding who and who 
not to cut down on, and let the rest alone. 

COMMISSIONER LEMAN: So that I understand 
your thinking, when you say the present system or the 


Past system of administering monetary policy is enough, 
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when you say the tools are sufficient, should I inter- 
pret that to mean that you think that it is effective; 
that it works for the purposes you think it is designed 
to work for? 

DR. BATON: Yesoo 1 do. 

COMMISSIONER LEMAN: Many people think that 
monetary policy has been mostly a failure. Many people 
think that, you know. 

DR. EATON: Well, depending on what they 
are supposed to do -- I would not say they have been 
a failure in controlling, or in attempting to control 
in so far as they are able, price levels in this country. 
I do not think the question has arisen. I think 
much misunderstanding has arisen because of the fact 
that the banks have been expected to stop things 
which have had nothing to do with the supply of credit. 
If you call that a disappointment in monetary policy, 
then I think it is a mistaken disappointment. I think 
they have been blamed for many things they should not 
have been blamed for. 

During the Korean crisis you could not 
expect the banks to stop the 15 per cent price increase 
that took place at that time. That was caused by the 
Sort of panic buying that cannot be stopped by ordinary 
means, 

I am not too sure of what caused the price 
rise in 1956, but I do not think they were responsible 
one way or another. I do not think there would have 
been inflation in any case. I think we would have 


had a stable price level regardless of what the banking 
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1 policy had been in other years. They cannot start 


2 things up when they want to. We have seen that. They 


3 are quite inadequate to push or start things in the 
4 business world when the climate is not right. 
5 COMMISSIONER GIBSON: You seem to be arguing 


6 that monetary policy is not very effective. Indeed, 
7 you make reference to the possible need for a wages 

8 policy. 

9 DR. EATON: Yes, I think the price level 
10 factor that has been worrying people so much recently 
11 and in the past decade is not a thing that can be 

12 taken care of by monetary policy at all. 

13 COMMISSIONER GIBSON: Do you think that 
monetary policy can be helpful or unhelpful in a 
certain environment, or do yau just rule it out? 

DR. EATON: I do not think it can be very 
helpful in certain cases. You can tighten down so 
much that you will put people out of employment. 
Perhaps that will tend against rising and immoderate 
wages, but it is not a very effective way of doing 
rus 

COMMISSIONER GIBSON: I cannot quite follow 
whether you are saying it is not much use -- which, of 
Course, would make the job of this Commission much 
easier -- or whether you are saying that in some 
Circumstances it has an important part to play. 

| DR. EATON: I go back again to 1956. I 
do not profess to know whether in that year monetary 
policy was terrifically important in attempting to 


Stop a price level increase which was appearing on the 
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Surface, I do not know, and I do not profess to know, 
but I think what I am saying is that Ssipplying ordinary 
business demands -- that is a very vague phrase -- 
has not had much to do generally with price levels 
in Canada in the last decade. 

COMMISSIONER GIBSON: It is when those 
demands suddenly increase and you get a rapid upward 
movement, and similarly when you get a downward move- 
ment, that there is reason to think about changing 
monetary policy? 

DR. EATON: I do not think they can slow 
things up much on the down grade, but I think this 
So-called inflationary trend comes about at about 
the time industry generally is operating with unfilled 
orders -- when business is that good and that tight. 

I do not know too much about it, but I have seen 

a lot of cases and I have asked people: "When do you 
increase prices? Do you increase prices because: you 
think the market can stand a little bit more?" 

And they have answered: "For God's sake, no, of course 
we don't", They just love to keep prices down. The 
reason these companies will increase prices is because 
their costs have gone up and they want to maintain 

a margin between their production costs and the selling 
price. In such a case I do not see a general upward 
movement in price until things have got so very tight, 
and there are unfilled orders. I do not find it 
Surprising to find a fellow saying: "I can't make a delivery 
at this price, but I can at this higher price." I think 


that is what starts the upward trend. 
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COMMISSIONER GIBSON: And in that Situation 

monetary policy has a part to play? 

DR. EATON: Yes, some. 

COMMISSIONER GIBSON: But what about in 
advance of that time? 
DR. EATON: Well, if you can guess ahead 


of time, then- you are good. 
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COMMISSIONER MACKINTOSH: I can see 
your pattern, Dr. Eaton, but I think you should 
add one thing to it, namely, that when the volume 
of business is going up and businessmen find their 
costs are going up, they add to their prices to 
accommodate it. They have been so busy selling 
goods that they have not had time to look at their 
costs, and there comes a time when they really 
Set to and start to pare those costs, and unless there 
is some check you will have this cost inflation 
which is not by any means self-generating; it is 
just that the costs have not been any great trouble, 
and businessmen, year in and year out, do not give 
the same attention to costs as they do give to them 
when they reach a period when by rising competition 
or other factors they discover they cannot raise 
their prices again,and they really have to get down 
to the problem and shake the organization up in | 
order to get the costs down and into business 
again. 

DR. EATON: But I think I would add to 
that that when they come to that period, and are 
Successful in getting the costs down, and they 
have a safe, or what they regard as an appropriate, 
margin for profit, they will then bring the prices 
down, and they are very often very anxious to do 
that in a strongly competitive situation. That 
can happen also, 

COMMISSIONER MACKINTOSH: You assume 


strong competition. 
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DB (SALON? ).. LOB, da, 

COMMISSIONER LEMAN: I am just wondering 
how far you would extend the reasoning that I find 
in your paragraphs 10 and 11, Dr. Eaton. In the 
two or three previous paragraphs you explain clearly 
that your clients! industry is not a charitable 
organization; that it responds to ordinary economic 
factors of supply and demand; that it is a perfectly 


normal type of business activity. And then you 


"Surely consumers rather than their 
government are the best judges of the 
extent to which they want to borrow 
at a price to finance present consumption ..." 
and so forth. To what extent are the consumers 
the best judges of the influence of all their activities. 
Would you even say that if at times individuals want 
to raise prices and want to get into a boom there - 
is no reason for trying to stop them? 
DR. EATON: No, I do not think so. No, 
I am not denying, in a sense, the need for controls, 
or the usefulness of controls, but I think I can 
confine my assertions: to this field, that when a 
man wants to borrow money and repay it later I think 
he is pretty well equipped -- or most people are -- 
to decide that for himself ; if he is not then 
that is too bad. There are a few people who do not 
do that properly, but I think the basic assumption 
is pretty good. I do not say you should let them 


follow their own inclinations if they want to go out 
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and kill somebody, but such things 

as borrowing money and repaying later involve pretty 
ordinary uncomplicated decisions that the ordinary 
members of the public are quite adequate to make 
without having to have Somebody in the government 

to tell them what they should or should not do. 

COMMISSIONER MACKINTOSH: You are not 
thinking here really of cyclical movements? 

DR. EATON: No. 

COMMISSIONER MACKINTOSH: It is just an 
attempt to impose old-fashioned conventions? 

DR. “BATON: -Yes, that is -right, 

COMMISSIONER LEMAN: Could we get back 
for a moment to your reference in paragraph BS Arto 
the cost-push type of inflation, and you hint that 
perhaps a wages policy is what is needed. Can you 
visualize a true government wages policy in our 
type of economy? 

DR. EATON: Oh, I do not know the answer 
to all these things. Good heavens, I have just 
Stated in a negative way what I think the answer 
is not. Do not ask me to prescribe a wages policy 
and say whether it is good or not good. I think 
there is an unanswered question there, and somebody 
had better find out the aratert SUL. SCO. 

COMMISSIONER LEMAN: In paeeereon 40 you 
hint at the fact that the government has also one 
other instrument of control over the total level 
of economic activity through the field of housing. 


Do you applaud this? Do you clap your hands at. this, 
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or --- 
DR. EATON: No, not really. The awkward 
thing about this kind of what you might call fiscal 
policy is that it usually works in only one way, 
particularly in this period when we have had such 
a large volume or an unusual volume of unemployment. 
Perhaps you can blame the government for pushing 
more in the housing field, but I cannot see this 
government in these days cutting down on the volume 
of housing when there is a tight money policy. 
They might do that, but I do not think they would. 
It is a one-way thing. It is a stimulant . TI do 
not applaud it very teh, but I am in accord 
with the fact that it is fairly important as an 
instrument, although I think it has been mainly 
used on one side only, and perhaps it has been 
used unwisely in extent at times. 
COMMISSIONER LEMAN: It has been used 
as a powerful instrument for inducing more expenditure, 
but never for controlling 1t? 
DR.” BATONS” “Yes,” I think that’ 1s"correct. 
COMMISSIONER LEMAN: But that has worked 
mostly through a system of making credit more available 
in that field, has it not? 
DR. EATON: Yes, I think that is correct, 
and in the mortgage field: that immediately causes 


an increased demand for furnishings. 
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1} pai through industry it can be a pretty powerful and 

2 far-reaching instrument. Credit extended throuch mortzages 
3 amr et fecit) sitdmudates quite a large volume of our 

4 business, 

5 COMMISSIONER LEMAN: Would you say this is 

6 a highly inflationary or deflationary sector in which 

7 credit can operate? 

8 DR. EATON: Yes, I think it has been used 

9 mainly on the inflationary side, although> I do®* not 

10 think it is really inflationary -- it is expansionary 
il rather than inflationary. 

12 COMMISSIONER LEMAN: Dr. Eaton, I think 

13 we can get a little mixed up in our discussion some- 

14 times if we do not accept some premises just for the 

15 sake of argument as ‘we go along. If you always 

16 come batk to the fact that the kind of loans consumer 
17 loan companies make are not inflationary and should 

18] not be controlled, then that settles the argument right 
19 there. But, Suppose somebody does not agree with 

20 you on that? Do you not agree with the general 

21 Proposition that if authorities find that monetary 

22 action is not effective enough because certain industries 
23 can get around the very broad and general weapon that 
44] is used, then they must ask themselves what more they 
25 can do to make that action have a more direct effect? 


26 Would that be logical? 


4 DR. EATON: I suppose it would be logical, 
| 

28 | yes, sir, 

” COMMISSIONER LEMAN: This is the whole 


question of near banks, is it not? 
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: DR. EATON: Well, yes, on your assumption that 
- monetary policy as we have known it -- that the sphere 


of control has proven inadequate. If you have thought 
it has been inadequate and that there is a need for 

more control then I suppose logically there must be 

more direct controls re aieine beyond “It; but I do 

not agree with the assumption on which that is based. 
Even if it were logical I think what I am saying is that 


the situation would have to be terrible before you 


would be justified in going into direct controls. I 
am against direct controls very much, aS you will have 
gathered. 

COMMISSIONER LEMAN: I think everyone 
will agree with that, Dr. Eaton, but I think you did 
Say, however, that there is no place for control of 
this canst in any circumstances. I believe you 
did use the words "in any circumstances", 

DR. EATON: Meaning our 
industry here? 

COMMISSIONER LEMAN: Yes. 

DR. “EATON: “Yes, “I think’ so. 

If I depart from that it would be in such small pieces 
that it would be immaterial. 

COMMISSIONER GIBSON: Yesterday, as you know, 
we heard from the sales finance companies. They said 
that in circumstances where there is a real need there 
Should be some control, and that they would support 
Such measures providing they thought the purposes 
were sensible and provided also that all the other 


dispensers of consumer credit were subject to the same 
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kind of control. I know that these are pretty big 
provisos. You do not think that there would be any 
circumstances in which some special measures might 
be necessary?,. I recall to you that there have been 

a couple of times during the post-war period when 
special ee have been done in what would appear 
to be very difficult situations that came up quickly. 

DR. EATON: Well, perhaps you are Suggesting 
that if it is done for one it should be done to all. 

COMMISSIONER GIBSON: I am not Suggesting 
that. Iam just telling you what somebody else told 
us, which is dependent, in part, on: your attitude, 

DR. EATON: Well, I would not agree that 
it should be done to us because it should be done to 
them. .I-think that about sums it up. 

COMMISSIONER GIBSON: Would you agree that 
there are circumstances in which direct controls might 
be appropriate -- that is, circumstances short of: war? 

DR. EATON: That is quite a question. 

COMMISSIONER GIBSON: I know it is. 

DR. EATON: I have not got that good enough ar: 
imagination. 

COMMISSIONER GIBSON: In the post-war period 
we have had certam examples. 

DR. EATON: Well, we had the Korean episode. 
I do not know what you could have done fast enough 
to stop the price increases at that time. You: Just 
do the best you can. I do not know how you stop that 
Sort of thing. I suppose that is a situation which 


might call for controls, if you can impose them fast 
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enough. I would think that in such a situation controls 
would be justified, but you could not impose price 
controls fast enough to stop things happening at that 
time. It. was not credit expansion that was responsible 
for it. You ask if there is a situation in which such 
controls would be justified. Well, I suppose there 
could be, but I am still not too sure how you would 
go about dealing with the problem and 1a U apes Shir 

THE CHAIRMAN: Gentlemen, that concludes 
the discussion. We are very much obliged to you 
for the submissions and the very interesting briefs 
that have been presented, I am sure they will all 
be very helpful tO.us.. 

MR. OAKES: On behalf of the Canadian 
Consumer Loan Association may I thank you, Sars 
and the members of the Commission, for the privilege 
of appearing and placing our views before you. 

THE CHAIRMAN: We shall adjourn now until 
Thursday, September 27, at 9.15 A.M. when we shall 
hear a submission from Mr. Sproul, a former president 


of the Federal Reserve Bank of New York. 


--- Adjournment. 
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CANADIAN CONSUMER LOAN ASSOCIATION 
INTRODUCTION 
j bs The Canadian Consumer Loan Association is 


composed of small loans companies and money lenders 

licensed to make loans to Canadian consumers under the 

Small Loans Act. Subject to the aporoval of its Board 

of Directors as to an applicant's qualifications, all 

corporations, partnerships and individuals licensed 
under this Act are eligible for membership. The total 

outstandings under the Small Loans Act on December 31, 

1961, amounted to 992,193 loans for $426,157, 346* of 

which 97% was on the books of members of this 

Association. 

ey The objectives of the Association which 

was formed in 1944 are as follows: 

(a) To improve the operating standards of its members. 

(b) To promote, encourage and maintain policies 
calculated to cultivate public confidence in 
the Small Loans business. 

(c) To compile, make available and disseminate in- 
formation relating to the said business for use 
of its members and the general public. 

(da) To encourage its members to co-operate with 


Better Business Bureaux, Chambers of Commerce, 


* Interim Report of the Department of Insurance, 
Small Loans Companies and Licensed Money Lenders 


for the year ended December 31, 1961. 
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Boards of Trade, Welfare Societies and other 
agencies for the purpose of improving economic and 
social conditions. 

(e) To do all such other things as are incidental or 


conducive to the attainment of the above objects. 


The Code of Ethics of the Association appears as 


Appendix A of this brief and the list of members 
appears as Appendix B. 


DEVELOPMENT OF A NEED FOR THE CONSUMER LOAN 
INDUSTR | 


ch The regulated consumer loan business 
developed in response to an urgent social and economic 
need for a cash loan service to small borrowers and 
families. This need for satisfactory sources of small 
loans to consumers has only developed in Canada during 
comparatively recent years with the change from an 
agrarian to an industrial economy and the consequent shift 
of population from rural to urban areas. The bestls 
has been the dependence of a growing number of people 
on cash income rather than on the physical products 

of their own hands. Early laws did not protect 
borrowers and many people needing small loans were 
victimized by unscrupulous lenders charging exorbitant 
rates. 

4 This coridition did not develop as early in 
Canada as in the United States where intensive studies 
of the problem commenced in 1908. Most active in this 
field was the Russell Sage Foundation, a philanthropic 
body dedicated to the improvement of social and 


living conditions. Studies by the Foundation showed 
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laws limiting interest on all loans, regardless of 
Size, were inadequate as far as small loans were con- 
cerned since they only prevented small loans being 
made legally and drove people into the hands of the 
loan sharks. It was also apparent from experiments 
with the operation of philanthropic lending agencies 
that the need for small loans could not be met in this 
manner. The Foundation concluded that the only 
answer was to enact laws which would provide small loan 
rates low enough to protect borrowers but high enough 
to attract the commercial capital necessary to meet 
the public need, 

oe The Foundation received the support of 
ethical lenders, welfare organizations and far-sighted 
business leaders. By 1917, the first laws containing 
the provisions now known as the Uniform Small Loan 

Law had been passed in the majority of States. 

6, In Canada it was apparent by 1936 that a 
Small loan law was necessary for here, as had happened 
in the United States, the loan sharks were creating 


Serious social problems. 
LEGISLATIVE BACKGROUND IN CANADA 


Ti Prior to 1940 when the Small Loans Act 
became operative, there was no effective legislation 
to protect small sum borrowers. The Money-Lenders 
Act of 1906 limited to 12% per annum interest on all 
loans of $500 or less but did not prevent the making 


of additional charges. The situation which existed 
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is described very clearly in the preamble to the Small 
Loans Act:- 
"Whereas it has become the common practice 
for money-lenders to make charges against 
borrowers claimed as discount, deduction 
from an advance, commission, brokerage, 
chattel mortgage and recording fees, fines 
and penalties, or for inquiries, defaults 
or renewals, which, in truth and substance —: 
are in whole or in part, compensation for 
the use of money loaned or for the accep- 
tance of the risk of loss or are so mixed 
with such compensation as to be indisting- 
uishable therefrom and are, in some cases, 
charges primarily payable by the lender but 
required by the lender to be paid by the 
borrowers; and whereas the result of these 
practices is to add to the cost of the loan 
without increasing the nominal rate of interest 
charged so that the provisions of the law 
relating to interest and usury have been 


rendered ineffective;" 


Thus there were no legal means of preventing lenders 
from making extra charges of various kinds with the 
result that borrowers, lacking the bargaining power 
usually present in commercial transactions, often 
found themselves saddled with burdens of debt from 
which there was no apparent escape. At the same 


time, they were subjected to the harsh collection 
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methods common among lenders of that era. 

8. A small group of ethical lenders who were 
operating under special private acts, did not condone 
such practices and made every effort to bring these 
conditions to the attention of responsible people 

to the end that overall effective legislative action 
might be taken. These efforts led eventually to a 
complete examination of the Subject by successive 
parliamentary committees between 1936 anda 1939. During 
these hearings witnesses appeared representing social 
agencies in Canada and the United States, banks, credit 
unions and the responsible lenders. The best qualified 
technical witness was Mr. Leon Henderson, a consulting 
economist who, from 1925 to 1933, was Director of the 


Remedial Loans Division of the Russell Sage Foundation. 


A copy of Mr. Henderson's testimony, taken before the 
Banking and oer Committee of the House of Commons 

in 1938 appears as Appendix Cc. 

ae The final report resulting from these various 
parliamentary studies was issued June 1, 1938, by the 
House of Commons Banking and Commerce Committee and 


appears as Appendix D. The emphasis this Committee placed 


On the importance of setting as low a rate as possible 

as indicated in the statement appearing in the fourth 

Paragraph on page 424 of the Committee's report as follows: 
"Throughout its enquiry your Committee's 
objective has been to secure the best 
procurable rate for the borrower." 


The Committee makes further reference to rate in the next 
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paragraph when it says: 

"Obviously the State can intervene advan- 
tageously over rates only within a limited 
field; for naturally a legislative rate 
at which money is not obtainable is of 
doubtful benefit to necessitous people. 

In the debates over the subject it would 
almost seem to have been at times for- 
gotten that to legislate a maximum rate 

is an iinet eH that, if people cannot 
borrow at the prescribed rate, they cannot 


borrow at all." 


kA The principal conclusions of the Committee 

were: 

(1) Our economy creates the need for instalment loans 
to wage-earners and salaried people. 

(2) The cost-ratio of small loans is considerably 
higher per dollar loaned than in the case of 
larger loans and therefore a higher rate is 
necessary. 

(3) Existing legislation does not provide the protection 
that borrowers should have against excessively high 


rates. 


Hog The Small Loans Act as passed in 1939 set 

the "cost of loan" at a maximum of 2% per month on 
reducing balances. Such cost included all charges for 
any loan of $500 or less. The Act fulfilled its purpose 
an? licenseA, supervised consumer loan service became 


available across Canada and resulted in the virtual 


rn Ph fe 
pout! b wows 
| gs 


OLA | ty -s 
sirain® oto = 
sayse dt astw dastasisa 
-aevbs onaviednt aso edsd@ odd yLevotvdo” B 
hodimtl s otddiw vino aetsr revo ylavosgsd wildereqo 


eter evitslatge! s yilsusisn tol .bLlett foes 
to at sldenistde don at ysnom fotdw gs 


.elgosq avotiaesoen ot thiisned Lfuttduobh 


biluow ¢t tostdue ont revo aetsdseb ont nl 


-yot egsmtd ts aesed sve ot mesa gaomis 


\ 


eatsi mumixam s stsletael ot tsAt astsog 


tgonnso sigoseq ti .gsnd motsonytnat as al | 
gonnso yet .stsy bedinoesiq odd ds woxrrod 


"Ifs8 3s worrod ee | 


settimnod oft to enotautonoo isqtontagq sit Bes 5 | 


ansol tnemisdent tot besa edt estseto ymonoos wO (L) 
.slqosq beirsise bis etenree-sasw od 

vidersbrenos wt ansol IIsma to oftsi-seoo sAtT (S) 
to 9aso oNd mt asht bensol rallob 19q congint 


et otsr xrehathN s srotetests bas ansol rsatsl 


.vrseesosn 
nofsossorg sant sbhtvorg ton as0b natisfletnel! anttetxa (€) 
Mgit yloviagsoxe tanisas even blyode ateworrod tsnd 


.asTBT% 


toe CECI nt boeesq eas toA ensol [Iame sdAT ait de 
no digom teq 8S to mumixsm sts "msol.to taoo" sont 

Tol esx_gisno [fs bebulont teoo dove .gsonsisd antoubst 
| ceoctug edt Hellttfy? toa ot? .aesl ro 002$ Yo asol yas 
emsood sotvise sol rsmuenoo hoetvreque. deeteotl pis, |' 


i 


[evdrtv oft ot bedIveer bane shened eeotos efdeltevs | 
| 


Nethercut & Young AW 


Terente, Ontaric 


elimination of loan sharks. 
12. The Act also provides for licensing, 
inspection of lenders! books and records, and annual 
returns by lenders to the Superintendent of Insurance 
for Canada. This is a most comprehensive return which 
fully discloses all details of the operation as will 
be seen by the copy of the Superintendent's Annual 
Report which appears as Appendix E. In connection with 
licensing, Section 5(2) of the Act states: 
"The Minister may dsaue a license to any” 
person upon being satisfied that the experience, 
character and general fitness of such person, ;. 
or if such a person is a corporation, of the 
officers and directors of the corporation, 
are such as to warrant the belief that the 
applicant will, if granted a license, carry 
on with efficiency, honesty and fairness to 
borrowers the business of money lending 
pursuant to this Act." 
13. By 1956 when the Act had been in force for 
Sixteen years without revision, it became apparent that 
with the post-war growth of the economy there had been 
a tremendous increase in the demand by consumers for 
loans over $500. This is evidenced by the fact that at 
the end of 1956 out of a total of $343 million in loans 
Outstanding on the books of licensed consumer loan companies 
and their affiliates, only $83 million, or 26% represented 
loans up to $500 and therefore under regulation. After 
extensive study by the House of Commons Banking and 


Commerce Committee, the Act was amended to extend the area 
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of regulation to cover all loans up to $1,500 under the 


following conditions: 


(1) 


(4) 


Maximum rates: 

2% per month on any part of the unpaid principal 
balance not exceeding $300, 

1% per month on any part of the unpaid principal 
balance exceeding $300 but not exceeding $1,000, 
3% per month on any remainder of the unpaid prin- 
cipal balance exceeding $1,000 but not exceeding 
$1,500. 
No refinance charges or any other charges whatsoever 
may be made under the terms of the loan contracts. 
The cost of any loan or any part of it cannot be 
compounded or deducted in advance. 

In the case of loans for $500 or less made for 
more than 20 months, and loans between $500 and 
$1,500 made for more than 30 months, the rate 

must not exceed 1% per month on unpaid principal 
balances. Similarly, if part of any loan remains 
unpaid after the due date of the final instalment 
shown in the contract, the rate shall not exceed 
1% per month on the unpaid balance. 

If more than one loan is made to one person or to 
a husband and wife, the same rates apply as though 
One loan for the same total amount was made. 
Loans shall be repayable in approximately equal 
monthly instalments. 
The borrower may repay the loan or any part of it 
on any instalment date, without notice, bonus or 


penalty. 
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It is interesting to compare rates in the 

2|| Canadian Small Loans Act with legal rates in other 

3] countries. The schedule appearing as Appendix F sets 

4/ out the maximum legal rates under the various acts of 

5| the state legislatures in the United States and it can 
6] be seen from this the Canadian rates are lower in 


7| every instance. 


oy 15, Perhaps the most important effect of the 
9] 1956 amendments to the Act was the widening of its 
10| scope to encompass all loans up to $1,500 with the 
11] inevitable increase in the proportion of consumer 
12] loans coming under the regulation of the Act. By 


13] the end of 1961, of the $548 million reported by the 


14/ Bank of Canada as outstanding on the books of licensed 

15|| consumer loan companies and their affiliates, $426 million, 
16|| or 77%, represented loans of up to $1,500 and therefore 

17|| under regulation. A copy of the Act and an explanatory 


18|| digest of it appear as Appendices G and H. 


+ OPERATION OF THE ACT 

“ L6- Complaints to the petewt nat of Insurance 
. about loans made under the Act by licensed lenders have 
4 been rare. This is noteworthy in the light of the more 
z than one million loans made annually. Members of the 
. Canadian Consumer Loan Association are continually 

‘i alert to the possibility of illegal lending activity 

4 which occasionally comes to light in connection with 

Fe unlicensed lenders. In these cases the information is 
. cleared through the Association Headquarters and passed 
29 


on to tke Department of Insurance for investigation and 
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such other action as the Superintendent may direct. Thi 
manifest desire on the part of members of the Association 
to see the Act achieve its purpose has undoubtedly had 
much to do with the successful Operation of the Act. 

LT. In Great Britain the law is not as positive 
as in Canada and the United States. The law there 
Sets no direct limit on the rate of interest a money 
lender may charge, It does specify, however, that 
if the rate is greater than 48% per annum, the money- 


lender must show, in any proceeding in respect of money 


lent, why the Court should not consider the rate excessive. 


Conversely, where the rate is less than 48%, the borrower 
must show the Court why it should consider the rate 
exceSsive. 

18. The following table shows the effective 


rates resulting from the rates set out in the Small Loans 


Act: 
TABLE 1 
Lenders ! 
Rates Rate Rate Revenue 


2% 2.00% 24.00% 
- $300 

st - $301-$500 * 1.81% 21.72% 
6 - $300 

o - Boot ha or * 1,484 17.76% 
2% - $300 


1% - $301-$1,000 
3% - $1,000-$1,500 *1.27% 15.24% 


* Average rate when loan is paid according to contract. 


(Small Loans Act) per month per Annum Loaned pér Ye 
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THE COMPONENTS OF CONSUMER CREDIT 
19. Consumer credit falls readily into two main 


divisions wkich are quite distinct but are often con- 
fused by many who discuss them. These two divisions are: 
fl) Instalment sale credit. 
(2) Instalment cash loans. 
The one common denominator between instalment sale credit 
and instalment cash loans is the requirement of regular 
payments through which the debt is repaid. There, how- 
ever, the similarity ends. 
a0) Instalment sale credit supplies the funds for 
purchases which people do not wish to or are unable to 
make out of savings and is advanced directly by retailers 
or through sales finance companies. The credit is 
secured by a lien on the merchandise. Title and ownershi 
do not pass to the purchaser until the final instalment 
is paid. Sales finance companies which specialize in 
this service to dealers rarely deal directly with the 
purchaser in assessing his credit-worthiness. 
ei. The chief function of cash personal loans 
is to enable families to re-organize their financial 
affairs and help them to recover from emergencies created 
by unexpected demands or interruption of income. This 
permits families to work their way out of debt at a pace 
Suited to their earnings. 
de Consumer loan companies in extending cash 
credit deal directly with the borrowers and are fully 
responsible for investigation of their credit standing 
as well as for the administration and collection of the 


loans. Since the majority of loans are made without 
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: liquid or readily saleable Security, lenders must regard 
2 character and paying ability as of prime importance and 
3 therefore must ensure these factors are accurately 

4 assessed. 

5 23n In addition to consumer loan companies, banks 


and credit unions serve the consumer loan field. As 
consumer credit has attained a more widespread acceptance 
and the philosophy of Saving for goods and services while 
enjoying their use has become more generally accepted, 
the banks have increased their Service in this field. 
While all of the banks' business in this area is shown 

as "loans", it can be assumed that a large percentage 

of their "loans" are for the purpose of financing sales 
of motor cars, household appliances and other durable 
goods. The Bank of Canada Statistical Summary for 
February, 1962, reports that at December 31, 1961, the 
chartered banks had $1,030 million outstanding in con- 
Sumer loans. | 

24, The banks are interested in serving the 
consumer loan field. They have a ready source of low cost 
funds available and this additional service they now 
provide fits in well with the variety of services they 
have always offered. On the other hand, their lower rates 
of charge impose a limit upon the costs which a bank can 
incur in investigating credit-worthiness of applicants and lin 


Servicing and collecting loans. Bank management, aware of 


the cost limitations and of its responsibilities to 
depositors, usually sets materially higher credit standards 


in selecting risks than do other types of consumer credit 
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institutions. 
=a} Credit unions in recent years have experience 


much the same growth rate as banks and consumer loan 
companies and now have a considerable share in the 
consumer loan total. By the end of 1960, there were 
over 4,600 credit unions in Canada vt 23 million members 
and assets totalling more than 1+ billion dollars. 

26. Credit unions have definite limitations in 
that their services are available only to their membership 
which is usually restricted to a more or less homogeneous 
group of people with some common bond of interest. They 
generally stress low rates of charge compared with other 
types of institutions and they also stress idealistic or 
moralistic motives of helpfulness to fellow members. 
However, an individual who hag access to credit union 
Services can, and frequently does, use the services of 

a bank, a consumer loan company or other lending insti- 
tution, depending on his ability to meet their credit 
Standards or on the degree to which his particular needs 
can be served by them. | 

zi. There are several reasons for credit unions! 
ability to make loans at lower rates than consumer loan 
companies not the least of which is their complete 
exemption from income tax. In addition, they are able 
to effect substantial operating economies through 
voluntary unpaid workers -- rent-free space (especially 
in the case of industrial credit unions) - less extensive 
credit checking of loan applicants - lower collection and 
payment processing expense (particularly where payroll 


deductions are in force). 
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Experience indicates the range in the field 
2) of consumer loans is so wide as to borrowers' character, 
3] capacity, stability and other factors which constitute 
4| his credit stature, that it is unlikely ever to be 

5] adequately or completely served by one type of insti- 


6| tution whether it be banks, credit unions or consumer 


7| loan companies. While the banks have a larger share than 

8| either credit unions or consumer loan companies, these 

9| two, between them, comprise half the consumer loan 

10} Segment of the consumer credit field. 

11]) 29. The consumer loan companies are unique in 

12| that they are the only source of consumer loans which is 

13| available to many thousands of families who cannot or do nlot 
14] wish to be members of credit unions or meet bank require- 

15] ments. A further difference is the fact that they do 

16|| not accept deposits but are dependent on commercial 


17) capital to satisfy their borrowers! requirements. They 


18|| are also highly specialized in that they concentrate on 


19|| consumer loans. 

a7 30. Consumer credit is generally regarded as con- 
21), Sisting of contractual obligations entered into by 

22|| COnsumers but not as house buyers for personal rather 

23| than business reasons. AS such, it includes indebtedness 
24) incurred in the form of charge accounts, commitments to 
Pay for goods and services in instalments and personal 
borrowing without attendant collateral in the form of 
stocks and bonds. 

a The Bank of Canada does not produce a single 
table showing all the elements of consumer credit but the 


following table is consistent with the above description 
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. and the figures composing it are taken from Bank of 
2 
Canada publications as indicated. 
3 
+ 
5 
6 
7 
8 
TABLE 2 
9 
10 CREDIT EXTENDED TO CONSUMERS BY RETAIL DEALERS AND CERTAIN FINANCIAL INSTITUTIONS 
December 31 
11 (Millions of Dollars) (% of Total Consumer Credit) 
1949 1957 1961 1949 1957 1961 
12 CASH LOANS 
13 Banks (1) 173 421 1,030 Sisk. "lseg ree 
Consumer Loan Companies (2) 77 347 548 Mh, IB, Lysh 
14 Credit Unions (3) 638 ye58 rr b289(5) Oni Geib 
15 Total 213 1,026 2,003 28.2 38.7 52.7 
SALE CREDIT 
0 Retail Dealers (4) 389 826 1,006 S756 31.2% Le6uk 
17 Instalment Sales Finance Cos. 116 780 760 Wee 29.5 20.0 
Consumer Loan Companies me | ee a5 ee as 
1 Total 505 1,621 1,801 61-8 6143 47-3 
19 TOTAL CONSUMER CREDIT 818 2,647 3,80 100. 100. 100._ 
20 Sources: Bank of Canada Statistical Summary Financial Supplement, 1957 (1949 figures). 
Bank of Canada Statistical Summary, February, 1962 (1957 & 1961 figures). 
21 NOTES: (1) Loans to individuals other than for business purposes or home 
22 improvements and not fully secured by marketable stocks and bonds. 
(2) Loans made by companies licensed under the Small Loans Act and 
a affiliated companies usually repaid in instalments. 
(3) Not secured by mortsrses. 
(4) ‘Charro account credit and instalment sale eredit combined. 
(5) vdeo tot Habla. = Was re 
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Vewet® 


The year 1949 was selected because it is the year chosen 


4 by the Dominion Bureau of Statistics as its base year. 

3 The year 1957 was chosen because it was in 1958 the 

4 banks commenced a much more concerted effort to develop 
$ business in the sales finance and consumer loan fields 
6 by setting up special departments for this purpdse. 

' Se. It can be seen from this table that with only 
3 14.4% of the total, consumer loan companies do not 

? comprise one of the major segments of consumer credit. 
10 Banks with 27% of the total and retail dealers and 

it instalment sales finance companies with 26% and 20% 

2 respectively are the major participants. Nevertheless, 
is with 992,000 loans of $1,500 or less accounting for 

i $426,000,000, it can readily be understood that the role 
iS of the consumer loan companies is of real importance 

te to those families which use their service in amounts 

i averaging about $425 each. 

Kg aS. In examining further the percentage section 
8 of the table, several points stand out. The banks! 

20 share of the total, which declined over 5%® in the eight 
a years from 1949 to 1957, rose sharply by over 11% in the 
22 


four years ending December 31, 1961. Significantly, 
the sales finance companies and retail dealers decreased 
9.5% and 4.8% respectively and at the same time the 
relative growth of consumer loan companies and credit 
unions slowed down. 

LENDING OPERATIONS 
34, The offices of modern consumer lenders are 
Set up to provide efficient service to customers in 


locations which are readily accessible. Since privacy 
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is important to consumer borrowers, lenders provide 
interviewing rooms for loan discussions in addition to 
general office area, 

lek Although some loans are made to enable the 
borrower to take advantage of a business Opportunity or 
to make an advantageous purchase, the majority of pros- 
pective consumer loan customers come to the lender 
because of some family financial difficulty. In these 
circumstances, it is important that the lender consider 
the applicant's problem in detail and assist in every way 
possible to find a solution. Thus the preliminary 
interview in the lender's office usually encompasses 

much more than simply fillimin an application form. In 
many cases intervention between the applicant and his 
existing creditors and general financial counselling 
occupy a considerable amount of the interviewer's time. 
36. After careful investigation most lenders 

find only about 50% of applications actually result in 
loans being made. It is not in the best interests of 

the lender or the applicant to make a loan when it appears 
that he is over-reaching his credit and may have difficult 


making repayment. 


The main considerations in judging an applicant's 


24) eligibility to borrow are: 

25] (a) Character - This includes evidence of family accord 
26 as well as the applicant's attitude toward his 

27 problem. To obtain this knowledge sometimes re- 

28 quires confidential checking with various sources. 

29/ (b) Earning Ability - This is determined by seeing pay- 


cheque stubs or envelopes, T4 slips and commission 
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Statements. The interviewer must be familiar with 
going rates for various trade classifications in 
the area and general employment conditions in the 
local industries, 
Stability of Employment - It is desirable that the 
applicant has a good work record and indication 
of job Stability. Badge numbers and other evidence 
of employee Seniority may be seen, 
Other Sources of Income - This is checked by seeing 
pension papers, direct checks with part-time or 
after-hours employers, knowledge of going rates for 
rentals of rooms, flats, etc. 
Existing Debt Commitments - These are mainly 
ascertained in the office interview. Other sources 
include credit bureaux, registry offices and lenders' 
exchanges. Under the sponsorship of the Canadian 
Consumer Loan Association, offices for the reporting 
and clearing of loan information have been estah- 
lished in several major areas and others are in 
Process of formation. The establishment of these 
exchanges demonstrates the desire of lenders to 
exercise sound credit control. 
Paying Record - Interviewers ask to see payment 
booklets on current instalment accounts, credit 
cards and, sometimes, receipts for rent or mortgage 
payments. These may also be checked through credit 


bureaux or by direct contact with creditors. 


Essential Living Costs - These are determined throug 


consideration of such matters as number in the family, 
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location and type of housing, fuel expense, insurance, 
Operation of automobile and other -fixed family 
expenses, : 

(4) Evidence of Family Co-operation - This is usually 
determined by extent of mutual interest of husband 


and wife in the purpose of the loan, contributions 


of employed children to family income, etc. it 


8 is sometimes necessary to visit the applicant's 

9 home to view the home Surroundings at first hana 

10 to establish evidence of family co-operation and 

11 character. 

12 (1) Ownership of Security - This is established by 

13 checking for instalment payment accounts, search 

14 of registry office, direct contact with dealers 

15 and direct questioning during the interview. 

16 

Uv 3L« The transaction of a loan begins when a 

i complete stranger enters the office and requests a loan. 
i He is assigned to a private interview room where, with 
20 the assistance of an interviewer, he completes an appli- 
Ph cation form on which he gives all the necessary informatio 
Pe By analyzing this information in conjunction with the 

ais purpose for which the money is to be used, the inter- 

Pa Viewer and the applicant are able to tentatively arrive 
95 at the size of loan and monthly payment program which 

26 will best accomplish the purpose and fit into the 

27 applicant's ability to repay. The next step is to check 
28 and verify the applicant's circumstances, paying habits, 
29 indebtedness and income. When the investigation is 

30 completed, lender and borrower finally determine the 
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amount of the loan and agree on the monthly payment 

plan and the necessary documents are prepared. In most 
cases lenders arrange for both husband and wife to be 
present to receive the explanation of the loan and sign 
the documents so that family co-operation is ensured. 

38. The need for detailed and careful supervision 
of a large number of payments is an inevitable result 

of making many small-sum instalment loans. Reminder 
notices, telephone calls, letters and, in some cases, 
visits to the home are used to control delinquency. 
Borrowers often encounter new emergencies which require 
consultation with the lender and a complete review of 
their circumstances. Sickness, accidents, temporary lay- 
offs and strikes interrupt the normal receipt of borrowers|' 
incomes with the resulting need of arranging new contract 
terms or re-arranging existing payment plans. The 
relatively good write-off record in the consumer loan 
business is achieved by close attention to each individual 
account. 

inte Because the total number of borrowers on the 
books of consumer loan companies has shown an increase 
for several years (see Table 3) some critics have 
Suggested that consumer borrowers remain almost per- 
petually in debt to loan companies. While it is often 
necessary for borrowers to obtain additional money before 
the original loan is repaid, Table 4 shows that the 


criticism referred to has been exaggerated. 
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TABLE 


SMALL LOAN BALANCES OUTSTANDING — SMALL LOAN COMPANIES & LICENSED MONEY LENDERS 


December 31 


Year Number of Accounts Total Loan Balances Averace Loan Balance 
1951 Ah2,959 $ 60,259,902 $136 
1952 467,594 76,990,337 164 
1953 482,976, 81,840,415 169 
1954 523,628 88 ,822,891 170 
1955 529, 704 88 844, 506 168 
1956 543,394, 88 ,428 , 203 163 
1957 £12,135 2295199 7029 282 
1958 892,111 315,827,669 354 
1959 920,747 360,019,949 391 
1960 957,965 391, 548 , 554 1,09 
19€1 992,193 426,157,346 42g 
First year of increase of limit of Sinill Loans Act frome $500 to $1,500. 
Motes Vata from tuperintendenteols Incumance Ioyorti. 
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TART Jy 
No. of Loans No. of Loans Made Total No. of Loans No. of Loans 
Outstanding to New & Former Borrowers Outstanding Paid Off 
lst of Year Borrowers Dealt With Year Ind During Year 
* 12 543,394 505,750 1,049,144 8125135 237,009 
812,135 493,848 1,305,983 892,111 413,872 
892,111 376,473 1,268,584 920,747 347 5837 
920,747 369,110 1,289,857 957,965 331,892 


st year of increase of limit of Small Loans Act from $500 to $1,500. 


; CHARACTERISTICS OF BORROWERS 
10 
11 40. The following tables, numbers 5 to 10, present a general picture 
hie people that use the services of consumer loan companies :- 
13 TABLE 5 
14 
LOANS MADE BY SMALL LOANS COMPANIES AND MONEY LENDERS - 1960 
if Amount Number - Amount, a 
161 $100 and Less 36,285 3.3. $2,613,467 5 
17 || 101 to 200 167,619 15.4 25,147,466 46 
i 201 to 300 174,979 16.0 43,011,381 7.8 
301 to 400 140,974 12.8 48,547,975 8.9 
iS 401 to 500 65,318 6.0 28,959,558 5.3 
20 || 501 to 600 121,371 i250 64,893, 560 11.8 
91 || 601 to 700 75,708 7a0 48,736,220 8.9 
701 to 800 155795 7.0 56,627,760 10.3 
7H 801 to 900 54,829 5.0 46,541,571 8.5 
23|| 901 to 1,000 165,077 15.0 163,704,318 29.9 
= to 1,100 8,829 8 9,319.941 : oy 
,101 to 1,200 3,206 23 3, 119,125 °7 
»201 to 1,300 2,087 2 2,628, 3hK 5 
= to 1,/,00 1,628 ‘i 7 181,257 oh 
N,40l to 1,500 ___ #07 _ 07 1,192,528 Ha 
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1 
Al. Because the detailed information appearing 
2 
in Tables 6 to 10 is not produced by all companies, these 
3 
tables are based on an analysis of the figures of ma jor 
4 
consumer loan companies representing 65% of the total 
5 
business under the Small Loans Act and show distribution 
6 
of loans by occupation of borrower, Purpose of loan, 
7 
income and age of borrower, as well as the ratio of 
8 
average loan size to average income. 
9 
10 TABLE 6 
11 
DISTRIBUTION OF LOANS BY PRINCIPAL PURPOSE - 1960 
AL PURPOSE - 1960 
12 
13 Percent of Total Number 
Reason for Borrowing of Loans Made 
ee ee DOPTOW LDS 
14 
Consolidation of Debts 31.469 
15 
Clothing tH5 
16 - 
Fuel 1.46 
17 
Rent .88 
18 
Medical Expenses 6.14 
1 
Automobile LL.08 
2 
Travel Lik 303 
21 
Education Al 
22 
Investment .89 
23 
Household Repairs 5.26 
24 
Furniture 5.53 
25 
Taxes i ee 
26 
Assisting Relatives 4.62 
27 
Insurance Premiums ye 
28 
Moving Expenses L.2o 
29 
Mortgage & Interest 81 
20 Miscellaneous 6,36 


Total TOON AO 
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Terente, Ontaric 
1 TABLE 7 
2 
DISTRIBUTION OF LOANS BY OCCUPATION OF BORROWER - 1960 

; Percent of Total Numbe 

4 Occupation of Loans Made 

5 Skilled - Semi-skillea 46.58 

6 Unskillea 16.46 

, Service Workers fe5T 

8 Sales Persons 3,30 

9 Clerk & Kindred Workers 8.87 

10 School Teachers 63 

11 Federal, Provincial, County, City 6.60 

12 Managers, Officials, Proprietors 3402 

13 Professional 2.82 

14 Farmers 1.91 

15 Pensioned & Independent 1.47 

16 Miscellaneous ead 

17 Total 100.00 

18 

19 TABLE 8 

20 

DISTRIBUTION OF LOANS BY BORROWERS! ANSE INCOME - 196d 

- Percent of Loans made by Borrowers'! Monthly 

22 Income As Percent of Total Loans 
Monthly Income By Number By Amount 

O - $100.00 30 14 

100.01 - 200.00 7.69 el be 
200.01 - 300.00 26.33 20.45 
300.01 - 400.00 33.59 78.74% 35.34 
400.01 - 500.00 18.82 | 22.66 
500.01 - 1500.00 13 21. _17.66 


Total LOO .00 100.00 
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TABLE 9 


DISTRIBUTION OF LOANS BY AGE OF BORROWER - 1960 
ENE BYAAUWER = L960 


Percent of Loans Made by Age as 
Percent of Total Loans 


Age of Borrower By Number By Amount 
Less than 20 34 
20 - 24 8.14 
a a 15.03 
5 baa i, 71.58% 16.46 
ee 16.30 
HO - 44 14,12 
i 11.91 
50 - 54 1-92 8761 
2 a i aril 5.42 
60 - 64 2.68 2.50 
65 & Over Led tS 
Not reported os 3635 44 
Total 100.00 100.00 
4e, Table 8 shows that nearly 79% of borrowers 


fall within a monthly income range from $200 to $500, 


while Table 9 shows that nearly three-quarters fall 


within the age group from 20 to 44. This is to be 
expected. The majority of borrowers use the services 
of consumer loan companies mostly during their early 
adult years when family responsibilities are heaviest 


in relation to income. 
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TABLE 10 


RATIO OF AVERAGE STZE LOAN TO AVERAGE MONTHLY INCOME BY 


BORROWERS - 1960 


Ratio of Average Size Loa 


Mont®ly Income to Average Monthl 


$ © - $100.00 2.44 
100.01 - 200.00 1.52 
200.01 = 300.00 1.55 
300.01 - 400.00 L357 
400.01 - 500.00 1.40 
500.01 - 1500.00 is: 

Total 1.44 


43, Table 10 shows the close relationship between 
income and loan size. If the first beneTest classifi- 
cations of $100 or less and over $500 are disregarded, it 
1S apparent that there is very little variation in the 
ratio of loan size to income in the remaining classifi- 
cations. This tends to subsciniiace the contention that 
the majority of borrowers take a sensible approach to 

the use of credit and weigh their requirements carefully 
against their repayment capacity. It also points up the 
care exercised by lenders in assessing the credit worthinegs 


of their customers. 
DELINQUENCY 


YY The Small Loans Act in Part 1, Section 6 (1), 
requires "Every loan shall be repayable in approximately 


equal instalments of principal or of principal and cost 


Of SIGAT 


Ya SMOOMI YIHTMOM SOAABVA OT MAO SSIS BOANSVA HOOTTAR | 


mois! - .. BARWORAOG 


fsod este sgsievA To otseh 
joont yintinoM sastovA og emoonl yIsdnoM 99 


| yb, 00.001% - 0 é 


Sei 00,008 = [0.00f 
Coat 0O.00€ - £0,008 
bit eae a 00.00H + [0.00€ 
oe. k 00.00¢ -=- to, 004 
ia 
ae Pn 00.00@£f - [0.002 
AS, f latoT 
ngsewted gtdenottsler sxofo edt awonea OL ofdsT aa 


dt .bebrssotetb ots OO@C$ revo bas eesi 10 QOL to stidabetelrh 
ett ot nottsinsv eltdil yrov et svetd gent dnetsqqs at 
-Ftheeslo gatntemer ott mt emoont o¢ este nsof to ofidst 
tsdd notinetnoo ott etatinsdedue o¢ ebaed eiqT .anoltdso 
ot Sogoxccsn ofdtense ¢ sist arsworrod to ytitotsm end 

_ Ylivierso ainometiupet ttodd detew bose drbeto Io ean sad 


edgy gu atatoq oats JI .wtosaso tnesarysget tredd sanisgs 


-ftteesio tesl bas texrti odd saa .oste ssol bas emoortt 
,exemoteuvo riedt to / 

| 

, 


YORU OUT IAG 


| (£1) 8 motsos@ .f Jdasd nt SoA ansol ILem2 oAT res 


yletsntxorgqas nt sldsysqe1 sd {iste nsof yrova" eertupet | 
; Le uN 
teoo bas Isqtontrq to to Isqtonitg to atnemistent tease 
r 3 iz ] 
mS 
=) ee 


Nethercut &é Young A. et 


Terente, Ontario 

of the loan at intervals of not more than one month each" 
and goes on to provide procedures in case of default. 
This requirement imposes on lenders and borrowers the 
need to agree on a due date for monthly instalments 
within the limitations of length of contracts which are 
also regulated by the Act. 

45, Monthly due dates thus become the most 
important check points in regulating the progress of 

the repayment of consumer loans. They are carefully 
chosen after discussion between lender and borrower to 
avoid conflict with other regular monthly obligations 

and are prominently shown on documents Signed by the 
borrower and on the payment booklet given to the 
borrower at the time the loan is made. Customer accounts 
are filed by dates and all lenders employ a system 
whereby these are examined daily so that overdue accounts 
may be followed up according to the lender's delinquency 
control policy. 

46, Lenders are well aware that it is in their 
own interest to pursue a fair and reasonable collection 
policy designed to maintain a high level of collection 
efficiency while retaining the good will and co- 
Operation of borrowers. 

47. Evidence of collection policies may be seen 
from Tables 11 and 12 which were compiled from figures 
taken from the Annual Reports of the Superintendent 


of Insurance. 
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TARE 1. 
Number of Numbor of Number of Number of 
Loans Made Seizures Seizures per Number of Seizures 


on Chattels of Chattels 1000 Loans Made Branch Offices per Branch 


713,616 Oh 1.3 836 PD be 
718 , 343 1,310 1.8 892 1.46 
698 , 565 1,388 1.9 Ae LeA1 
805,270 1,818 202 1,074 1.69 
8 
TABLE 12 
9 
Number of Number of Number of Number of 
Number of Legal Actions Legal Actions Per Branch Legal Actions 
Loans Made Taken 1000 Loans Made Offices Per Branch 
1,075,322 1,610 1.4 836 1.92 
1 1,107, 500 2,176 1.9 892 ie: 
1 1,097,226 2,270 2.0 979 2631 
1,094,512 2,899 2.6 1,074 2.70 


48. While the foregoing tables illustrate that lenders seldom resort 


legal actions and seizures to collect their accounts, Table 13 which follows, 


ws that numbers of consumer loan borrowers do become delinquent in varying 


rees during the term of their loan contracts. 


TABLE 1 


DELINQUENT ACCOUNTS RELATED TO NUMBER OF SMALL LOANS OUTSTANDING 


December 31 


% of % of ® of > of 
Under 2. Total 2to 6 Total. Over 6 Total Total Total 
Months Loans Months Loans Months Loans No. in’ Loans 
Arrears o/s Arrears o/s Arrears O/S Arrears O/S 


128,105 15.7 G2.» Bok 2h 56> i Asda ~196,878) .Pha2 
147,637 16.5 57,790 64 SFA 73.3 234,946 26.2 
155,006 16.8 613 Jak 36,565 3.9 257,184 27.8 
171,091 17.8 ya 45,22 A ae We ae 
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Most delinquency is caused by temporary interruption 

of borrowers! incomes due to layoffs, strikes, etc., 

and is included in the totals despite the fact that 

some arrangement has been reached between lender and 
borrower to carry the account in arrears. A few cases 
give evidence of misrepresentation or fraud and these 
are the ones which require legal process to adjust. 

49, Some cases of delinquency are created by 
serious illness, family break-up or absconding debtors 
and become write-offs despite the lender's best efforts 
to prevent this. Some write-offs are voluntarily made 
by lenders when they aaa. aware of personal mis- 
fortunes which would cause undue hardship to borrowers 
who continued to make payments despite their circumstance 
Table 14 records write-offs in the inudstry related to 
average amounts of loans outstanding for the years since 
the Small Loans Act was amended to provide for a ceiling 


of $1,500. 
TABLE 14 


Written Off * Average Amount Net % of Write-offs 


Year Ledger Values Outstanding to Outstandings 
1957 $1,567,029 $158, 813,916 9 
1958 2,400,590 272,513,649 8 
1959 2,789,172 337,923,809 8 
1960 3,482,897 375,784,252 9 


* Average of balances at beginning and end of year. 


50. The consistency apparent in the ratio of writeé- 


offs to average outstandings since 1957 indicates that 
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consumer loan companies have maintained sound credit 
standards and collection policies despite increasing 
competition. It does, however, appear inevitable that 
losses will increase as growth in the use of credit and 
in the variety and number of credit plans and agencies 


increases the complexity of credit investigation. 


COMPETITION 
ls Competition among consumer loan companies 
as well as from other kinds of lenders has increased 
during the years since World War II because of increased 
public demand for consumer credit service and the post- 
war growth of the economy. 
De After the conclusion of World War II veterans 
returned to civilian life with a consequently high rate 
of new family formation which led to a boom in house 
building and the need for furniture, appliances, 
automobiles and other durables. Canadian industries 
quickly converted from production of the needs of war 
to the needs of peace. Production, employment and 
Spending reached record highs in an economy which 
inspired confidence in the ability of the average family 
to buy today and pay tomorrow. 
os Consumer lenders expanded in numbers and size 
as the economy expanded and established branches in 
many areas whose residents had theretofore been forced 
to commute to larger adjacent cities to obtain cash 
credit. Table 15 shows the growth in number of 
licensees and number of branch offices for the period 


1947 to 1960 to illustrate the growth within the consumer 
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loans industry itself. Table 16 shows the growth of this 
industry in relation to competition from other kinds of 


lenders to the extent that figures are available. 


TABLE 15 


Number of Operating Branch Off 


Year Number of Licensees 


1947 59 Not Available 
1948 61 ? 
1949 59 . 
1950 60 f 
1951 61 ‘ 
oe 63 4 
13 62 , 
1954 65 Doe 
1955 70 TAT 
1956 15 828 
15 { 1g 836 
1958 79 892 
1959 81 979 
1960 80 , 1,074 


* First year of increase of limit of Small Loans Act 


from $500 to $1,500. 
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TART 16 
Small Loans Number of 

Licensee of Credit % of Dank > of 
Year Branches Total Unions Hota Branches Jen orciah 

1947 Not Available a 2,516 2 3,456 . 

1948 " = 2.608 2 37551 = 

1949 ? - 2,819 - 3,648 - 

1950 " 5 2,965 “ 3,766 - 

1951 m, ~ 3,121 2 3,867 ; 

5 1952 " - 3,333 = 3,951 4 

& 1953 8 - 3,606 = 4,047 = 
195k 590 6.8 3,920 Eee 4,180 18.1 
a 1955 7L7 8.2 1,100 4h.5 4,359 47.3 
= E 1956 828 8.6 258 hho 4, 52h 71 
: < 1957 836 8.5 4,349 hhe2 4,664 4763 
= S 1958 892 8.8 1485 43.9 4,819 47.3 
1959 979 9.3 4,570 43.3 5,020 h7 oh 
1960 1,074 9.8 4,667 42.7 5,204 47.5 
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54, Table 3 (page 15) demonstrates that the 
outstandings of the consumer loan industry have shown 

a Steady increase during the years since World War Ee 
despite the marked growth in the number of outlets of 
competitive services. This is strong evidence that 

the industry offers lending service suited to the needs 
of a substantial proportion of the Canadian public. 
Since consumer loan companies cannot match the rates 
offered by their principal competitors it must be 
concluded that their service, their collection practices 
and their credit qualification Standards are such as to 
attract borrowers whether they are eligible to borrow 
from other lenders or not. 

ay. Many consumers set significant values upon 
convenience and continuing relationships with those 

in whom they have confidence and also the environment in 
which they do business. In general they tend to seek 


out the lender whose eligibility requirements they can 


meet. 
IMPACT OF CREDIT CONTROLS 
56. Prior to the beginning of World War II there 


was no serious discussion about limitations on the 
extent of the use of consumer credit, down payments or 
terms in sales finance transactions nor on terms or 
purposes of consumer loans. When Canada entered in War 
in 1939, several emergency measures were taken by the 
Federal Government. Two primary objectives of these 
measures which became important in a time of national 


crisis were: 
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To divert the productive capacity of the country 

into the production of armament and war goods; and 
(2) To curtail consumer demand for goods and direct 

the maximum portion of consumer assets and incomes 


into financing the war effort. 


To achieve these objectives restrictions were placed on 
the use of strategic materials so that they would be 
directed into war production. Price controls, wage 
controls and food rationing were instituted. 

BT. To curtail consumer demand for goods the 
Wartime Prices and Trade Board, commenéing in October, 
1941, promulgated a series of orders restricting the use 
of consumer credit and culminating in Order 225 which 
became effective January 18, 1943. Order 225, which 
was to serve for the following four years, brougt all 
commodities with few minor exceptions, under credit 
control. The maximum term of payment was ten months 
when the amount financed was under $500 and fifteen 
months for amounts over $500. The minimum down payment 


on all goods was set at one-third of the retail price 


and all charge accounts were to be paid by the 25th of 

the month following that in which the goods were: purchased. 
Similar restrictions were applied to loans secured by 
goods previously purchased by the borrower and loans 

to be used for the purchase of goods. ney loans could 

not exceed two-thirds of the value of the goods and the 
terms of repayment were required to conform with the 

terms of payment set out for credit advanced in connectio 


with the purchase of goods. 
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tm Si& After the end of World War II Order 225 was 
2 retained as an anti-inflationary control while consumer 
3 durables were still in short supply and the nation's 

4 productive facilities were being reconverted from war 

5 production to production of consumer goods. It was 

6| ultimately revoked in January, 1947. 


7 en With the advent of the Korean War in 1950, 


8 consumer credit once again came under regulation in 

9 October of that year and remained under regulation until 
10 May, 1952. At the outset down payments of one-third 

11 of the purchase price were required on motor vehicles 

12 and one-fifth on other restricted goods while maximum 

13 term of payment permitted was 18 months. The regulations 
14 were amended several times so that by the time they were 
15 revoked in May, 1952, the down payment for motor 

16 vehicles was one-half and for other restricted goods 


i hes one-third while maximum term was 12 months. Loans 


18 for the purchase of restricted goods had to conform to 
19 these requirements while charge accounts, revolving 

20 credit plans and contracts for hire also came under 

1 regulation. Specifically exempted from regulation 

22 were loans made for agricultural purposes on the 

23 Security of agricultural equipment, loans secured by 
24 real estate mortgages, stocks, bonds, debentures or 


25 insurance policies and loans made by pawnbrokers on the 


26 security of goods pawned. The consumer loan companies 
| have had experience with this kind of control in both 
28 wartime and peacetime. While the control was designed 


29 primarily to limit market demand for durable goods, it 


30 tended to do so at the expense of a particular economic 
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group. 


60. In any discussion of credit controls it is 
important to have in mind the radically different 
character of the two principal kinds of credit -- goods 
credit and cash or loan ppeniee Goods credit adds 
effective purchasing power to the demand for consumer 
goods and hence is a significant economic factor, Its 
restriction dampens the demand for Specific consumer 
goods by rationing those goods to people having cash 

or liquid assets and the willingness to use them. 

6l. Loans by licensees represent only a small 
fraction of the total consumer debt (14% at the end of 
1961). Because of their remedial nature, however, 

such loans are vitally important to wage and salary 
earners and their families. Most of such persons and 
families are dependent on wages and salaries. If their 
periodical income is interrupted or if they face the 
need for a large cash outlay they must turn to credit. 
The instalment cash loan is their only means of adjust- 
ment to financial problems arising through interrupted 
income, emergencies or changed conditions. 

62, Their financial problems take the form of an 
accumulation of small debts to landlords, merchants, 
utilities and other creditors; or a sudden emergency 
like sickness or death; or a chance at improvement like 
moving elsewhere for a new job. Remedial loans provide 
the only means the average family has to keep on a 
Stable footing or, being in debt, to get out systematical y. 
The wage system has created the necessity for such loans 


as a means of stabilizing the money income and outgo of 
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the family. To restrict these instalment cash loans 
unduly would create hardship for thousands of families. 
Such loans should be fostered in times of economic change 
and stress because at such times the need for them 
increases. The only reason to regulate them at any 

time is to prevent their being used in order to avoid 
restrictions on instalment sale credit if such restrictio 


becomes necessary. 


PERSONNEL 
63. The companies which make up the membership 
of the Canadian Consumer Loan Association employ 2,670 
male and 2,049 female employees. The annual payroll 
for the industry in 1960 was $17,481,285. In addition 
to salary, most companies contribute towards the cost 
of major medical expenses, group life insurance and 
pension plans. The largest company in the business 
reports its average hiring age for male employees is 
22 years -- it takes the average man about five years to 
achieve manager status. Throughout their training period 
employees' progress is regularly reviewed by supervisors. 
After assignment to the first branch as manager, the line 
of promotion continues through larger and more complex 
branch offices to supervisory and executive levels. 
64, Many of the companies employ district 
Supervisors who have graduated from the rank of branch 
manager. Supervisors visit the branches frequently 
to ensure that sound lending procedures and fair 
collection practices are adhered to. Their experience 


is invaluable in the continuous training program which 
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is an integral part of branch office routine procedure. 
65. Individual companies and the Association as a 
whole have spent many thousands of dollars developing 
motion pictures, manuals, and other training media to 
ensure that their personnel will be fully instructed in 


all prases of the business. 


FINANCIAL OPERATIONS 
66. This section is based on information supplied 
by 26 companies representing 95% of the business conducte 
in Canada under the Small Loans Act. The information 
was prepared by the chartered accountants firm of Deloitt 
Plender, Haskins & Sells, as the result of a questionnair 
Sent to the Association members. The questionnaire 
requested information relating to members! activities 
and experiences in dealing with chartered banks and other 
sources of money. Twenty-six replies were received 
that could be used fully. Tables 17 to 24, which appear 
following page 33 contain this and other relevant 
invormation. 
ye Table 17 divides the companies into three siz 
groups and also classifies them as to Canadian-controlled 
and foreign-controlled. Table 18 shows the twenty-six 
companies classified by size and by type of control 
and shows the growth of each classification during the 
years 1950 to 1960. It can be seen from this table that 
the rate of growth of Canadian-eontrolled companies has 
been much greater than that of foreign-controlled 
companies. It is also apparent that the group B, 


or the medium size companies, have experienced a much 


3 


a 
pul Ss susradtol®, 


obantit®) sinew 


Se. 


.emubesory satdvor sottio Nonsid To dursq feraetot as at 
g as notdstooaed odd bos eetnsqmoo Leubtvtbal !) ow «Ved 
piinaeicua aysiioh to ebsasevotd yasm tasqe evel ofonw 
od stbem antntsid retto bas .elsunsm.,.esiutotq nottom 
nt botourgent! yvfinr od (ftw foenmoersq steds saty onvens 


.eeentaud ofg “to asestq ifs 


GMOTTAAAIO TALOVAMTS 

betiqque mottemiotat ao beasd at nottose eftT .00 
atoubnoo seesnteud eft to RAC snitnsssrqet estnsqmoo OS yd ior 
soltemrotnt off .doA ansol ifsm@ eld tebny sbsnsd Of py 
g3jtoled to mit adnstavocos beredrado sdt yd bersqesq esw * 


sitsonottesyup s to dluesr oft es ,allee & antiesh .sebaeld 


sitsinotdeeup osiT  .sredmem notdstoosed ed oF Inee iM 
asttivivos 'ayrsdmem of anidslet nofdsarrotat hedRBeupet a 
roetto bas eliasd berstisto Atiw anilssb mi esonetiegxs bas at 

bevisost stew estiqet xia-ysioswl -yerom Io asomoe ity 
tseags Noidw .4S o3 YL esldsT .vlint beaw ed bluoo seds 


tasveloex rento bis atnt ntetnos EE exgsq gnitwollot 


. .notismrovat 
ste ssidd otnt estnsqmoo oft esbivib YI oldsT -Yo 
|poflowdnoo-aetbsansd of as mold aettreeslo oafs bas aquorg 
xta-ysnewds oft awode 8L sidsT .bellordnoo-ngte 10? pits 
Lortaoo io sqys vd bas oste vd bsttteas{o asinsqmoo 

edd aniguh mnottsotitaesio Nose to Néworg eft awode bas 
tedt oLdsed atdt mort nese od mao dT 3 86.000L oF OCI erssy 
| esd estasqmoo bsllordnose-nsthsns) to ddworm to stax oft 
be bibimaesangtenet to dsdd nedt sedseaR doum nsed 

.2 quorg sfit tats tae rsqqs oals ef 31 .e9tnsaqmoo 


Joum 8 beometieqxs evel .eotnsqmoo sste mutbem oft to | 0) 


Nethercut &é Young A. 39 


Terento, Ontario 

greater rate of growth than either of the other two group 
68. Table 19 shows, for the twenty-six companies, 
the source and application of funds for the ten years, 
based upon the Department of Insurance Reports for 
December 31, 1950 and 1960, 

69. It will be seen that a very large part of 

the increase in loans outstanding is represented by a 


corresponding increase in borrowed money. 


PERCENTAGE OF INCREASE IN LOANS OUTSTANDING PROVIDED BY 
ee MEE SANDING PROVIDED BY 


INCREASE IN BORROWED MONEY 


GROUP A ~ 87.7% 
GROUP B - 89 .2% 
GROUP C - 65 .3% 
‘os Tables 20 and 21 show the analysis of funds 


(total of borrowed money and equity) for the twenty-six 
companies, at December 31, 1950 to 1960 inclusive. It 
is evident that, especially in Groups A and B, a large 
part of the borrowed money is obtained from affiliates. 
In answer to a query as to specific borrowing made by 
affiliates for the use of the licensed company, a 

few companies reported some such borrowings but in 
general the funds borrowed from affiliates were an 
indistinguishable part of the overall resources of the 
parent and related enterprises. 

cakes For that reason, published reports of companies 
having affiliates were obtained where possible and 

Tables 22 and 23 were prepared to show an analysis of the 
funds of the consolidated operation, including of course 


the licensed company. The amount of money borrowed from 
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affiliates by the particular licensed companies in these 
"families" is shown to give an indication of their 
participation in the funds. These companies represent 
86% of the total borrowed from affiliates at December 31; 
1960, as shown on Tables 20 and 21. As Tables 20 and 21 
indicate, the main sources of funds (to the licensed 
companies) were chartered banks, affiliates and equity. 
From Tables 22 and 23, it can be seen, however, that 
indirectly a significant part of the funds were obtained 
through long-term and short-term borrowings. 

T2. Tables 22 and 23 show that the three foreign- 
controlled enterprises operated to a much larger 

extent on equity (that is, invested capital plus retained 
earnings) than did the six Canadian-controlled enterprise 
In the years after 1951, there is a larger share of the 
funds provided through long-term documents for the 
foreign-controlled companies compared with the Canadian- 
controlled companies. 

736 In the questionnaire to the Association 
members, a request was made for comments and details 
concerning experience in the money markets. Although 
few of the licensed companies had a direct involvement 

in these markets, the experiences of affiliated companies 
were reported on by some respondents. 

TA. There appears to have been developed a short- 
term money market in which the larger Canadian borrowers 
(whether controlled in Canada or elsewhere) can secure 
funds on terms and at rates attractive to them. However, 
where the borrowing is to be done, for various reasons, 


by a company located outside of Canada, the market is les 
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attractive, perhaps because of the increased cost due 

to taxes and other "border" costs, or because they have 
not developed a place in the Canadian market which 

can compete with their domestic sources. 

vase The rate of interest paid for short-term 
money ranged considerably, depending on the size of 

the company and its activity in the market. Some 
companies consistently paid under the bank prime rate 
while others, especially the small ones, paid very 

high rates. 

76. The funds borrowed on short-term instruments 
were regularly renewed, and in the main if one source 

of such money became unavailable or unattractive, the 
companies were able during this ten year period to switch 
their attention to other sources in the short-term market 
or to long-term money or to foreign sources. While 

this was somewhat more difficult for the Smaller companies, 
the larger companies had no difficulty in this, although 
there was usually an increased cost. A Canadian-controlled 
company indicated that they are able to obtain the 
relatively large amounts of money they need in Canada. 
They do this through a Canadian parent that uses bank, 
short-term and long-term sources. 

hk One foreign-controlled company, due to 
indenture restrictions on the parent, can borrow only fro 
affiliates. The parent company has several times 
attempted to sell large quantities of Canadian dollar 
Securities to Canadian institutions but has not been able 
to do so to the extent desired and has found it necessary 


to sell these same Canadian dollar securities to insti- 
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tutions and others outside of Canada. 

78. Following the 1959 bank restrictions, one 
Canadian-controlled company decided to reduce its 
dependence on bank credit and issued short and long term 
obligations in Canadian and U.S. dollars. The company 
expressed, in their questionnaire, the opinion that 

as a Canadian company they should be able to meet their 
requirements through the Canadian capital markets 

with Canadian funds. As they did not do so, it is clear 
they felt they could not do so. 

79. A large foreign-controlled company whose 
officers are in Canada informed us that in their opinion 
the officers of their company were better able to sell 
privately the company's obligations than were investment 
dealers, although they did obtain some information from 
dealers. 

80. One company that places its short-term notes 
privately itself, remarked that it has invested its own 
occasional surplus funds in the short-term market through 
investment dealers, and has found them well informed 

and helpful. In several cases, due to indenture 
restrictions on the parent, borrowings were made in 
Canadian dollars by a foreign parent for the use of the 
licensed subsidiary. These borrowings were mainly from 
Canadian chartered banks and on long-term issues, 

81. The companies have all relied to some extent 
On bank borrowings, whether directly or through an 
affiliate. The Canadian-controlled companies, especially 
the samller ones, tended to do so more than the larger 


foreign-controlled companies. Table 24 has been prepare 
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to show the line of credit and balance outstanding in 
bank borrowings for the twenty-six companies. The larger 
companies paid the prime bank rate as set from time to 
time. Smaller companies paid Slightly more than the 
prime rate and the smallest paid 6% generally throughout 
the ten years. 
82, There was no pattern reported of require- 
ments by banks lending money for a periodic clean-up of 
loans or for the maintenance of a certain balance on 
deposit or for a certain percentage of total borrowings 
to be allocated to the bank. There were isolated cases 
of minimum deposit requirements but these were not 
important relative to bank borrowings of the industry. 
AS a general practice, the larger companies are not 
required to pledge collateral on bank loans, although 
some companies in Groups B and C reported that they did so. 
83. The members were asked for the following 
information: °F? Wr Bey Sey 

"If your company experienced during the 

period December 31, 1950, to December 31, 

1960, a sudden drop in a line of credit 

or if demand paper was Suddenly called, give 

the circumstances and indicate what new 

source of credit was obtained and the 

general effect on the cost of money to you." 
Some companies replied that they had had such experience 
only as a result of their own business conditions. Others, 
however, replied in terms that made it clear that restric- 


tions had been applied by all of the chartered banks at cen- 
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tain times and in most cases there had been a real effect 
on the companies although some companies reported that 
when the restrictions were imposed in 1956 and 1959 they ;. 
were not adversely affected as they had been using a 

large portion of their line of credit during the "base" 
period. The form of restraint was that in November, 

1956, and May, 1959, bank lines were restricted to the 
highest balance used ina base period, and in August 

of 1959, the line was restricted to the amount on a 


particular day (some reported August 14, some reported 


August 17). 

84, In times of limited credit at the banks, 
the larger companies found no difficulty in obtaining 
money elsewhere, although often at increased cost. 

The smaller companies, especially some of the 
independent Canadian companies, reported that the 1959 
line freeze had a severe impact on them. Several were 
not able ito obtain money elsewhere on mitable terms 

and slowed their growth or shrank. One large company 
stated that lines of credit with Canadian banks were 
not dependable as a permanent source of money. They 
have, therefore, not relied on such lines for long-term 
purposes. One company noted that the 1959 restriction 


had the effect of requiring them to reduce their bank 


borrowings faster than collections were realized on 
receivables. They therefore had to obtain funds outside 

of Canada at increased cost. 

85. A Canadian-controlled company in Group B 
indicated that when bank credit was restricted in 1959, they 


had just undertaken an expansion programme. They were 
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forced to limit growth even though new offices had been 
opened, and to borrow short-term money at 8%. Some smalldr 
companies, usually paying 6% at the bank, reported no 

drop in their line of credit. The bank lines of others 
in the same circumstances were frozen in 1959. These 
companies raised the funds needed either internally or 
with modest borrowings. A small Canadian company that 
had been paying the prime rate, reported that the 1959 
restriction halted their slow, steady growth as they were 
not able to obtain a new source of credit except at 
increased rates which were considered unprofitable. One 
large company stated that the 1959 bank restriction 

caught them during a period of planned growth. They were 
forced to borrow long-term money in the U.S. at increased 
cost and were exposed to exchange rate uncertainties. 

86. A Canadian company in Group B indicated 

that the 1959 restrictions temporarily limited new loans 
made until new sources of money were obtained. The cost 
of their money reached a high of 73% whereas only a few 
weeks earlier this money had been available at rates of 3% 
to 33%. Another Canadian company in Group B indicated 
that as a result of the 1959 restrictions they virtually 
Stopped lending until the bank loan had been reduced. 

This particular company was given six months to reduce their 
bank borrowings by about 20%. 

87. One foreign-controlled company reported that 
in August of 1959 they were restricted to the amount 
borrowed August 14, resulting in a reduction in their 

line of 67%. This followed on a May restriction (to the 


highest amount used in 1958) which had reduced their line 
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by 40%. They remarked as to the August restriction 
that at the time their borrowings from banks were 
being kept low, at the expense of higher interest cost 
in the short-term market (30 day money was commanding 
63% on August 18), in an attempt to help their bankers 
over a very difficult time. If the following Monday 
had been selected for the very arbitrary action, the 
lines would have been nearly doubled. Their solution 
was an additional private offering of long-term notes, 
Supplemented by a temporary loan from their parent 
company. The effect was an increase in the average 


cost of money. 
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1 
pari, TY 
2 ANALYSTS" OF TOATS OUTSTANDING AT DNC TNR BI = 1.960 
3 DOLLARS 
Number of All. Other 
d Companies Small Loans Loans 
5 | Number of Dollars Dollars 
Accounts Qutstanding Outstandi 
6% Twenty-six companies analyzed (000's) (000's) 
7 A (more than $10,000,000 outstanding) 5 810,986 $334,032 $ 81,123 
B ($500,000 to $10,000,000 outstanding) 10 . 94,160 37,814 35,764 
8 
C (under $500,000 outstanding) sh 6,99h  _2:197 fae IGT 
9 Total 26 912,140 $374,043 $118 ,023 
10 All other companies lg 45,825 5 505) 254786 
TOTAL (all licensed companies) 80 957,965 $391, 548, $143,809 
11 mie + 4S ee Oe ee ae 
12 Twenty-six Companies Classified as to Canadian or Foreign Control 


13 Canadian-controlled 19 221,476 $ 87,077 
14 Foreign-controlled wie 1690, 66) 286,966 
Total 2h AZO $374 043 
15 
16 PERCENTAGES 
17 Number of 
Companies Small Loans 
18 Number of Dollars 
Accounts Outstanding 
19 | venty ate companies analyzed % % b 
20 A (more than $10,000,000 outstanding) 6.3 84.7 85.3 
21 | B ($500,000 to $10,000,000 SPRESRdaneyio 8 9.8 a7 
| © (under $500,000 /outstanding) IG et a) 
a4 Total 5205, 69512 95.6 
23 | All other companies 67-5 _ 4.8 Heh 
24 || TOTAL (all licensed companies) 100.0 100.0 100.0 
25 


Twenty-six Companies Classified as to Canadian or Foreirn Control 


26 | me oP cela 23.3 


Canadian-controlled 


27 Foreisn-controlled 26-9 =_75-7 16-7 
Total 100.0 100.0 1.00.0 100.0 
The 26 eenpanies avilyaed have 95.29); of the nuuber and 95.1 . of the dollar 
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APPENDIX "A" 
CANADIAN CONSUMER LOAN ASSOCIATION 
CODE OF ETHICS & BUSINESS STANDARDS 


Members will explain fully Perea acere the actual 
cost, terms and contractual obligations of loan 
transactions. 

Members will use in all loan transactions written 
instructions worded in as simple, lucid, and un- 
ambiguous language as circumstances will permit 

and will draw such instruments with a view to 

the bona fide application of these standards of 
business conduct. 

No Member shall take any note, prombsé to2pay por 
security that does not accurately disclose the 
actual amount of the loan, the time for which it 

is made and the agreed rate of charge, nor any 
instrument in which blanks are left to be Filled in 
after execution. 

Every Member shall, if so requested by the borrower, 
deliver to the borrower at the time any loan is 
made, an exact copy of any note, loan contract, 
chattel mortgage, lien agreement or wage assignment, 
Signed by the borrower. 

Every Member shall give to the borrower on demand 

a plain and complete receipt for all payments made, 
Specifying the amount applied to loan charges and 
the amount, if any, applied to principal, and 


stating the unpaid principal balance, if any, of 
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such loan. 

Upon payment by a borrower of his indebtedness in 
full, every Member shall mark indelibly such 
evidence of indebtedness signed by the borrower 
with the word "Paid" or "Cancelled", restore any 
pledge, return any notice or loan contract or 
assignment given to the Member by the borrower and 
upon request release any mortgage. 
Every Member shall display in each place of business 
a full and accurate schedule of the charges to be 
made and the method of computing same. 
Members will endeavour to transact all business 

in such manner as to merit the respect and confidenc 
of customers and the public. 
Members will avoid unduly harsh or oppressive 
collection methods and, except in very special 
cases, will resort to legal process for collection 
only in the event of misrepresentation, fraud, 

or refusal to comply with the terms of the contract. 
Members will adhere to the generally accepted 
standards of business deportment in competitive 
relations, in advertising, and in their dealings 
with the public. 

The Members agree to take advantage of opportunities 
to explain the Small Loans business frankly and 
fearlessly to the general public, business men, 
public officials, the press, legislators and others 


who create public opinion. 
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1 APPENDIX "B" 
Z 

CANADIAN CONSUMER LOAN ASSOCIATION MEMBERS 
: JUNE 1962 
4 

Ho. of 

5 NAME BRANCHES 
6| Associates Budget Plan Ltd. 19 
7\| Astre Finance Company Ltd. uf 
8| 4. Bell Finance Limited I 
9 Seneta nial Finance Company of Canada 159 
10 Bradley Finance Company Ltd. 3 
11} Budget Financing Limited BD: 
12| Canadian Personal Loan & Finance Inc. 1 
13|| Capital Finance Ltd. 1 
14|| Canadian Acceptance Company 49 
15 Citizens Finance Company Ltd. 2e 
16 Clifton Finance Company Ltd. 1 
17 Community Finance Corporation et 
18 Cosmopolitan Finance Ltd. 1 
19) Crescent Finance Corporation Ltd. 88 
20] Custom Finance Ltd. 1 
21| Danforth Finance Company 1 
22 Dollar Finance Corporation Ltd. iL 
23| Don Finance Company Ltd. 1 
24 Excel Finance Corporation Ltd. 1 
25 Fairway Finance Corporation Ltd. 3 
26| Friendly Finance Corporation Ltd. 1 
27 General Finance Company Ltd. 1 
28 General Finance Corporation Ltd. 1 
29 Globe Mortgage & Loan Company Ltd. 1 
30/ Household Finance Corporation of Canada 263 


<7 - 
eee ee a 


x 


siwte®) otro 


"a" XTQMAIIA. 


‘ 4 } pert] (%) 


r 


soer aMUL 
to .ou 
CaHOU AAG eMAM 

| OL .bd1 asld temnbuG eststooaaaA 
£ »btl yasqnod sonsntt erted 
| x bedimhl esonsatd [fed .4 
| Qdl abans® to yrsqmod sonsalt Labottened 
€ bal yasqmod sonsaltt yolbsta 
f bodimnh!? 2antonsntd Josbud 
HY .omI sonsait & asol [snoeared astbsaso 
£ -bdl sonsatd Isdigqso 
est ynegmod sonstqessoA astbsnisd 
ss. » bd gaeqnioD sonsate anesldlo 
S .bal ynsamed sonsnit aot Tr[) 

Ys notssrogrod sonsenil ytiaummod | Vi 
a bt1 sonsalat astiflogomaod 

88 »btl motdsrogi09 somentl tneoae1td ler 

| | i bd] consatt motasD |0c 
| 

f yoagqmod sonsatt Agrotnsd 
f 531 soidsroqzrod sonsnt® xsilod 
i bod YreqwoQreonentt aod 
i -bhI anottssroar0d. sonsntt I[seoxd 


.-bdd sofkissogrod goasatt yswitst a. 


ae 


oe . 
wee. 


. 
| 
-b3I softterog1od sonsatt ylbnets4 | 
| 
} 
| 
| 


-bdI vasqmod sonentd I[sirened 


,btl sokteroqioD sonsald Istessd | & 


n 


.b31 yasqmod msol & sgsadroM sedof)D 


shes) to noitsrogroD sonsatt blofeavoH |. 


a. 3h = ny ~~ | 


Nethercut & Young A.2B 


Terente, Ontarie 
No. of 
Name BRANCHES 

Independent Finance Corporation Ltd. 2 
Insurance & Discount Corporation Ltd. Z 
Kent Finance Company Limited A 
Laurentide Finance Company 54 
Lombank Finance (Eastern) Ltd. 13 
Lucerne Finance Corporation Ltd. 5 
Marina Finance Company Ltd. L 
Merchants Finance Ltd. 1 
National Plan Corporation Ltda. 2 
Niagara Finance Company Ltd. 21 
O'Neill Finance Company Ltd. ab 
Pacific Finance Credit Ltd. 46 
Peoples Finance Corporation Ltd. a 
Popular Finance Corporation Ltd. 1 
Prudential Family Credit Ltd. 2 
Public Finance Corporation Ltd. 2 
Reliance Finance Company Ltd. 1 
Rideau Finance Corporation Ltd. L 
Schioler & Company u 
Seaboard Finance Company of Canada Ltd. 59 
Severn Finance Limited e 
Sterling Finance Corporation Ltd. < 
Superior Finance Ltd. Ae 
The Toronto Finance Corporation Ltd. 1 
Toro Finance Company Ltd. 1 
Trans Canada Credit Corporation Ltd. fa 
Union Finance Company Ltd. 16 
United Dominions Finance Corporation 1 
Victory Finance Corporation Ltda. 1 


TOTAL MEMBERS -------- 54 
TOTAL BRANCHES -=--~--.- bh ag 
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1 AlF 


LAWFUL MAXIMUM KATES PR MONTH ON DECLINING BALANCHS OF DLFFEAMNIT S126 LOANS 


7 SPUR MONTH ON DPCLINT 2S OF DAFFERMIE ST 


REPALN ACCORDING ‘TO CONTRACT 


8 RATE LOAN SIZE 


9]| $1500 Loan Ceiling 


or Over $100 t300 $500 %1000 %1500 
10]} canapa 2%-3300; 1%-31000; 4%-$1500 2.00% 1.81% 1.47% 1.27% 


11 UNITED STATES 


California 24%-$200; 2%-6500; 5/6%-$5000 2.50% 2.42% 2.29% 1.83% 1.54% 

12|| Colorado 3%-$3003 14%-$500; 1%-$1500 3.00 . 9.00 2:70 2.07. 1.76 
Kansas 3%-$300; 5/6%-$2100 3.00 3.00 2.56 1.87 1.56 
Maine 3%-$150; 24%-$300; 144-2500 2.00) 2,08 612.56 12:00 1,92 

13|| Massachusetts 24%-$200; 26-3600; 12%-$1000; 2%-$1500 2.50 2.42 2.29 2.12 1.87 
Missouri 2.2%-$500; 2/3%-above 2,82 Bee 2.22 2.78 Uke 
Nebraska ’ 3%-$1503; 23%-$300; 2%-$3000 B.A. (2,89 2.43. 1,7h 15 
Nevada Add-on; 9%-$1000; 8% above & fee 3.06 218 120398 heSr 1.65 

14] North Dakota 2434-32503 2%-$500; 12%-$7503 7/12%-$1000 2.50 2.47 2.35 2.11 1.82 
Oregon 3%-$300; 2%-$500; 1%-$1500 3.00 3.00 2.80 2.19 1.85 

15 

16 $1000 Loan Qeiling $100 — $300 $500 $1000 
Alaska 4£-$300; 23%-$600; 2% 4.05 4.05 3.7% 3.1b 
Idaho 3%-$300; 2%-$500; 1% 3.00 3.00 2,80 2.19 

17 || Montana Add-ons 20%-3300; 16%-§500; 12% 292 RAGA 2.700 12625 
Washington 3%-$300; 14%-3500; 1% 3,00 3,00 2:70. 2.07 
Wyoming 38£-$150; 23%-$300; 1% 5.50020 42068 1.97 

18 
$800 Loan Ceiling $100 $300 $500 $800 

19 Illinois 3%-$150; 2%-$300; 1% 3.00 271) 9 2.28) 2.69 
Kentucky Add-onz 20%-$150; errs 11% . 2.92 Pantie eli hs\9 esa | 

29 || New York 24-3100; 2%-%300; 2.50. 2026 4.92 <1.'88 

21 $600 Loan Ceiling $100 #300 %500 4600 
Arizona 3%-3300; 2% 7,00 3.00" -2080.. “2.71 

92|| Connecticut 3%-$100; 2%-$300; 2% S200. 2.6) 3.09 1493 
Florida 3%-$300; 2% 3.0h 3.04 2.84 2.74 
Minnesota 22%-$300; 144 257% © “2.75. 12050 2,39 
Pennsylvania 3%-$150; 2%-$300; 1% 3.00 Darel a ie lselss es een 
Utah 32-3300; 1% 3.08 3.04 2.65 2.45 
Virginia 224-3300; 14% 2.54 2.54 2-34 2.24 
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indiana 
Lowa 
New Jersey 


2300 Loan Ceiling 


Alabama 
Hawaii 
Louisiana 
Maryland 
Oklahoma 
Rhode Island 
vest Virginia 
Wisconsin 
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34-1150; 2%-4300; 124’ 
3o-"1503 2%-4300; 1)% 
20-4300; 2% 


38-4200; 2% 

33%-3100; 24% 

34%-$150; 2i¢ 

3% 

10% per yr. & fee & mo. chy. 
3% 

33%- 3150; 22% 

22%6-$100; 2%-3300; 1% 


2100 


3.04 
3.04 
2.50 


‘}100 
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APPENDIX "H" 


DIGEST OF SMALL LOANS ACT 


This digest is intended to give the reader a working 
knowledge of the Act by explaining its composition and 
by converting the language of its principal provisions 
into simpler terms. The numbers used in this digest 
are those of the relative sections of the Act. Where 
reference is to sections from both Part I and Part II 


of the Act both section numbers are shown. 


Purpose 


The purpose of the Act is to limit the charges paid by 
borrowers of small loans and eliminate the practice 

of many lenders prior to 1940 of making various charges 
in addition to the stated interest rate. 


Title - An Act respecting Small Loans 


. Short Title - Small Loans Act 
Enacted - May 2, 1939 
Came into force - January 1, 1940 
Amended - August 14, 1956 


Amendment came 
into force - January 1, 1957 


The Superintendent of Insurance is responsible 
for the administration of the Act. 
The Office Consolidation of the Act, combines the 
original Act and the amendment passed in 1956. 
The first portion of the Act is interpretive and 
defines the following terms: 

_e (a) “Cost™ of a loan means the whole of the cost 


of the loan to the borrower whether it is 
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callea interest or anytfing elise, 

(c) 'Loan" means a loan made by a money-lender or small 

loans company of not more than $1,500. 

(e) "Money-lender" means any person other than a 
chartered bank or registered pawnbroker who carries 
on the business of money lending, or advertises 
himself, or holds himself out in any way, as 
carrying on that business. 

Note: Included are those companies incorporated 
under provincial legislation such as Niagara 
Finance and Trans-Canada Credit. 

(f) "Small Loans Company" means a company incorporated 
by special Act of Parliament and authorized to lend 
money on promissory notes or other personal security 
and on chattel mortgages. 

Note: There are five Small Loans Companies in 
operation at present, HouseXold, Beneficial, 


Community, Canadian Acceptance, and Laurentide. 


The remainder of the Act is divided into 


three parts. 


rant I covers only the operation of money-lenders. 

Part II covers only the operation of Small Loans 
Companies. 

rare, Lil covers both money-lenders and Small Loans 


Companies and deals with penalties for contra 
vention of the Act and issuance of regulation 


under the Act. 


As far as practical operations are concerned 


the effects of Parts I and II are identical. 
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The difference between the two parts is that 
in Fart II the Loan Companies Act is made 
applicable to Small Loans Companies except 
for certain provisions which do not relate 
to their business. This obviates the 
ees for prescribing in the Small Loa ie 
Act the method of incorporation, duties and 
powers of the directors, etc., which are all get 
Set out in the Loan Companies Act. 


43, ef.) Sections 5, 7, 8, 10 and 11 in Part I are 


made applicable to Small Loans Companies. 


Note: These sections refer to licensing, and 
inspection by the Superintendent of Insurance 


and other miscellaneous Subjects. 


Principal Provisions 
en EL OVLS LONS, 


Rate The cost of any loan shall not exceed; 

3 (2) 2% per month on any part of the balance 
up to $300. 

14 = (2) 1% per month on any part of the balance 


over $300 up to $1,000. 
2% per month on any part of the balance 
over $1,000 up to $1,500. 

Maturity If a loan of $500 or less is made for more 
than 20 months maturity the maximum rate is 
1% per month on the unpaid balance. 

3 (3) If a loan of between $500 and $1,500 is made 
for more than 30 months 

14 (3) the maximum rate is 1% per month on the unpaid 


balance. 
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Repayment Loans shall be repayable in approximately 
equal instalments of principal or of principa 

6 (1) and cost of loan at intervals of not more tha 

14 (5)(a) one month. 

6 (2) The cost of any loan or any part of it shall 

14 (a)(b) not be compounded or deducted in advance. 

6 (3) The borrower may repay any loan or any part 
14 (5)(c) of it before maturity on any instalment date 
without notice bonus or penalty. 

Default If any loan remains unpaid after the due date 
of the final instalment, as shown in the 

6 (7) contract, interest shall be charged at not 

14 (5)(a) more than 1% per month on the unpaid balance. 

More than Where a borrower has unpaid loan balance and 

One Loan the same lender makes a further loan to the 
borrower or the borrower's husband or wife 
the cost of the two loans shall not exceed 

S (4) the cost of a single loan for the same total 

14 (4) amount. 
Example 1: Total amount $1,500 or less 


Balance of original loan $700 


New Loan 800 
Total $1,500 


The cost shall not exceed 
2% per month on the first $300 or any part of kt 
1% per month on the next $700 or any part of i 


1% per month on the next $500 or any part of i 
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Example 2: Total amount over $1,500 


Balance of original loan $800 


New Loan 900 


Total $1,700 
The cost shall not exceed 
2% per month on the first $300 or any part of| it 
1% per month on the next $700 or any part of it 
3% per month on the next $700 or any part of jt 
Licences A money-lender, the cost of whose loans does 
not exceed 1% per month on the unpaid balance 
is not required to obtain a licence. 
5 ar) Any other person making loans of $1,500 or 
less is required to obtain a licence from the 
Minister of Finance. 
5 (2) The Minister of Finance may issue a licence 
to any person upon being satisfied that the 
experience, character and general fitness of 
such person indicate that he will conduct 
his business with efficiency, honesty and 
fairness to the borrowers and to the business 
of money-lending under the Act. 
5 (4) The licence expires on March 31 each year but 
may be renewed from year to year subject to 
the requirements of experience, character 
and fitness as set out in the Act. 
Inspection Licensees are required to make annual returns 
to the Superintendent of Insurance and to mak 
their books available for inspection by him 


fe or his representatives. 
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The Superintendent of Insurance may also 
examine the books of any unlicensed lender 
in order to ascertain whether the Act 


is being observed, 
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ROYAL COMMISSION ON BANKING 


AND FINANCE 


Hearings held at Ottawa, 
Ontario, on Thursday, 
September 27th, 1962, 


THE COMMISSION 


The Honourable Dana Harris Porter 
Chief Justice of Ontario 
Toronto, Ontario ~ Cheirman 


Mr. W. Thomas Brown, M.B.E, 
Investment Dealer 
Vancouver, British Columbia 


Mr. James Douglas Gibson, O.B.E. 
Banker 
Toronto, Ontario 


* Mr. Gordon L. Harrold 
Agriculturalist 
Calgary, Alberta 


Mr. Paul H.» Leman 
Corporation Executive 
Montreal, Quebec 


* Mr. John C. MacKeen 
Corporation Executive 
Halifax, Nova Scotia 


Dr. W. A. Mackintosh 
Vice-Chancellor 
Queen's University 
Kingston, Ontario 


Mr. H. A. Hampson - Secretary 


* Mr, Gilles Mercure - Joint Secretary 


* Absent 
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Torente, Ontario 
Ottawa, Ontario, 
Thursday, 
September 27th, 1962. 


-—-= At 9.18 A.M. the hearing was resumed, 


THE CHAIRMAN: We shall now proceed, 
We have with us this morning Mr. Allan Sproul. He has 
Submitted a statement to the Commission and I under- 
Stand he does not wish to make any formal remarks 
at the outset but would prefer that we proceed with 
guestions based on his written Statement. 

MR. SPROUL: Yes. I should Tike €o5 
thank the Commission for calling me out of the 
twilight time zone where I live back into the mid-day 
heat to try and assess some of the problems of today 
and foresee some of those of tomorrow. 1 think 1% 
is good for my ego if not for my reputation, In 
defense of my reputation, if you find some lack of 
precision in what I have written or in what I may say, 
I remind you that I no longer have an economic research 
Staff at my elbow to review what I intend to say 
Or write and to take the raciness out of my utter- 
ances. I was glad to learn that you extend to 
foreign witnesses the privilege of reviewing the 
testimony in transcript form, and if possible I should 
like to avail myself of that privilege. 

THE CHAIRMAN: We appreciate very much your 
presence here today and we have been looking forward 


to this discussion with anticipation. 
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COMMISSIONER LEMAN: Mr, Chairman, if I might 
open with a question of Mr. Sproul, At the beginning 
of your statement, Sir, you list. four onjectives. of 
monetary policy. In your list you Say that the purpose 
is to promote sustainable economic growth,high levels 
of production and employment, international balance 
and price stability. These objectives seem rather 
orthodox to us, certainly, but there is one thing we 
have been wondering about and that is whether government, 
not necessarily the monetary authority alone but those 
who would try to formulate good economic policy, could 
Sit down and put quantitative measures on these objectives 
or if they cannot do.so. 

MR. SPROUL: I do not think they can, The 

Suggestion has been made, for instance, that it might 
be done by increasing the supply of money at some fixed 
percentage each year in order to gear the increase in 
Supply of money with the rate of economic growth, It 
is my opinion that there is no fixed relationship between 
the supply of money and the rate of economic growth or 
of the gross national product, that the supply of money 
and the velocity of the use of money both have to be 
considered and that a sort of mechanical guide to action 
to sustainable economic growth is not available to us. 
I think the same thing applies to fiscal policy and 
debt management as it enters into this constellation. 
We have to take a balanced view of all the facts that 
are available to us, analyse them to the best of our 
ability, interpret them and then reach a Judgment 


Which relies in part upon an estimate of the balance 
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| between a whole collection of different factors that are 
2| part of the economic complex. I do not think we have 


3] been able thus far to find a mechanical relationship 
4| between credit policy using that general vague. term or-the 
5} supply of money and the rate of Sustainable economic 
6]/ growth. 
7 COMMISSIONER LEMAN: Mr. Sproul, is that not 
8] a weakness in any kind of an operation, to remain a 
9] little too vague? I am not talking in a vacuum. I 
10/ am talking about a country in particular and some given 
11/| economic circumstances. Could one not sit down and 
after looking at all these factors, which you say are 
numerous, ask himself, "Well, now, what is the sus- 
tainable growth we can iface:in this particular: country 
at this time? What is our objective in price Stability? 
Are..we going to.call it /no change"; or. “a: datélhe: bit-of 
a change'to be satisfied with our mix. ligic.! ptbat 
sense I am wondering if we could have quantitative 
measures of objectives and not just say, "As long as 
we have reasonable stability here and reasonable rate 
of growth it is all right." You see, what is a reasonable 
rate of growth? Try to pinpoint some values of these 
things. 
MR. SPROUL: First on rate of growth I think 

we have dabbled in statistical analysis of what 

rates of growth are in a particular economy, 
but I do not think we are able to state that a sustain- 
able rate of growth over time is os per cent per annun, 
32 per cent per annum, or 43 per cent per annum. It 


goes back not merely to the statistics of the past but to 
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the incentives of human beings in the present and in 
the future; how much they are willing to put into 

the economic system, what their differing values at 
differing times may be. It is nota statistical fact 
which would enable you to say, "We should have a rate 
of 33 per cent per annum or whatever," I think you 

can aim at increasing the rate of growth from whatever 
it has been by whatever governmental measuresare avail- 
able to you, but I do not think you will do yourselves 
good if you say, "We should have a growth rate of so 
much and this is what we must have". You should not say, 
"This is what we must accomplish, no matter what action 
is necessary to reach that rate of growth." The same 
thing, I think, applies to credit policy, After having 
looked at all the information available to you I think 
there is a certain vagueness left as to what your 
specific action should be. We used to use terms such 
as active ease, ease, neutrality, restraint or active 


restraint. But it is not a mathematical concept. 


COMMISSIONER LEMANs Can you then measure 
performance or the success of an economic policy from 
the government's standpoint only in terms of rather 
vague results such as, "Well, we have had inflation that 
we do not like, too much of it"? That is about as 


precise as one can get in measuring past performances. 


MR. SPROUL: You mentioned prices and you 
now speak of inflation. There, of course, we do not 


aim at stability of all prices. In our sort of 
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economy there will be movements in individual prices 
up and down, we hope, and we aim at stability of price: 
in the aggregate. When you ask about inflation, I 
should say we aim at keeping prices in the aggregate 
steady. The forces in our economies which tend 
to push up prices will have some effect but 1f we 
aim to keep prices steady we will be getting about 
the proper results that will lead to or contribute 
to growth in the economy. 

COMMISSTONER MACKINTOSH: In all these 
things, Mr. Sproul, however, is it not true that 
although we cannot put a number, as Mr. Leman has 
Suggested, on an objective, we do have to make a 
Judgment as to whether the present situation is too 
much or too little? 

MR. SPROUL: Yes. I think so far as the 
central bank is concerned, for example, there is 
the constant necessity of making a judgment, whether 
if is doing too much or too little or just about right 
I am only trying to avoid the acceptance of some 
Quantitative measure that will try to tell you it 


is too much, too little or just right. 
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I have been conditioned by the setting 
up of models, showing that you should have a rate of growth 
of-5 per cent a year whem you have only had a 2s per 
cent rate Over decades, because I think such models 
are Slargely® +3 exercises in arithmetic which 
have very little to do with the way an economic 
System performs, ett: 
You can hope and try to do better, but you cannot 
establish a figure and say, "This is what it ought 
to be, and if it is not this we are not doing the 
right things" and government ought 
to step in and do more than it is doing in order to 
achieve these numerical objectives, 

COMMISSIONER GIBSON: Mr, Chairman, I would 
like to ask Mr. Sproul one or two questions, 

Like the other Commissioners, I have read 
your memorandum with a great deal of interest and 
also a good deal of benefit, What I am really asking 
you for here is an elaboration. On page 3 of your 
memorandum you talk about how a restrictive monetary 
policy works. You say there are three ways, chiefly, 
in which restrictive monetary policy affects demand -- 
through raising the cost or price of credit; lessening 
the availability of credit; and altering the 
expectations of investors and consumers, lenders 
and borrowers, as to the future eeaceaieds the economy. 

Would you mind developing that a bit and 
giving us a little more of your ideas on the relative 
weight of the factors in influencing spending 


decisions? 
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MR. SPROUL: Well, take first raising the cost 

or price of credit. Monetary policy alone 

does not determine interest rates, unless it is 
exclusively directed to that purpose, and then it 
ceases to be a stabilizing, sustainable monetary 

policy. Interest rates are also determined by the 
active demand for credit as well as by the Supply. 

The actions of the monetary authority in increasing 

or reducing bank reserves, and in that way increasing 
or reducing the available supply of credit, do 

arrect interest rates-and the interest rate structur 
however, * and I think that is a significant part of 
their influence. When policy is réstvietive the money 
Supply is restricted as banks sell assets to non-banks 
in order to take care of the demands for credit 

which would be coming forward, when a restrictive 
policy was indicated. As interest rates rise the 
prices of financial assets decline and the money 


value of total financial assets declines, The liquidity 


of the economy is reduced somewhat, Then you 
come to the lessening of the availability 
of’ credits; the non-price rationing of credit. 


The banks having begun to liquidate some 
of their secondary reserves in order to take care 
of increasing credit demands, begin to look 
at those demands more closely, to cut down on 
Some borrowers and, perhaps, to reject some credit 
applications altogether, Lt’ think that A's 
even more effective than the change in interest 


rates. 
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Finally, you come to this question of 
altering expectations, 
I think that is most important. TI think that affects 
the spending of all units in the economy -- business 
units, individual and household units. The expectation 
and anticipations of what may be the course of 
income, prices and profits is a very Strong factor 
in making a restrictive policy work, 

COMMISSIONER GIBSON: That leads on to 
my next question, which is: Do you think that 
modest changes in monetary policy, involving small 
changes in interest rates and credit, have much 
effect, or are there circumstances where they can 
have a perverse effect? 

MR. SPROUL: I think they can have 
Substantial effects ath take. your action early 
enough in the period of the cycle in which you are 
working. If the actions come along late in the 
economic ‘movement and you are approaching what is 
a critical area or the crisis point, then drastic 
action may become necessary, 
However, I think that if you can anticipate the needs 
and requirements of a situation,.actions which are mode t 
Which result in small changes in interest rates 
and small changes in the availability of credit, but 
perhaps. in rather substantial changes in anticipations 
and expectations, can get results without 
Such severe action as will throw the whole economic 


machine into. reverse. 


COMMISSIONER GIBSON: Suppose you take 
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moderate action in the early stages of the 
development of a boom, do you think there is any 
danger that such action may lead to people trying 
to get more money for fear that interest rates are 
going to go higher and money is going to be less 
available further on in the future? 

MR. SPROUL: I think there is that 
possibility. There is the other possibility also: 
that is, will you choke off expansion 
before it has reached an optimum point, before it 
has gone as far as desirable and necessary to achieve 
the goal of sustainable economic growth? The 
central banker is faced with that sucante nt Are 
we going to induce people to sedcmore cred rz now 
because it may be more expensive later on; or, 
on the other hand, are we going to choke off an 
expansive movement we would like to see continue? 

I think that | one of the advantages 
of monetary policy, ~ particularly through open 
market Bia itiehes 1 that, without very dramatic moves, 
you can step in and try it out, pulling 
back if you seem to be getting some perverse results, Ydu 
can feel your way along before the movement you 
are working with has come to a critical point. 

COMMISSIONER GIBSON: In your experience, 
it confirms your belief that these moderate movements 
this way are fairly effective? 

MR. SPROUL: Yes, I think they are fairly 
effective. I would not want that to be understood 


aS meaning, I think we .wére always right and got 
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the right results, because we did not. 

The criticism used to be, in some of our 
critical days, "You cannot get anywhere changing 
the hat size" =~ by moving rates around by one-eighths. 
I do not think you can get the desired effects if 
monetary action is so moderate as to be ineffective, 
or so drastic as to be intolerable. ‘There is a 
middle ground between the intolerable and the — 
ineffective which is available to the monetary 
authorities, however, and which can be used to 
advantage as part of a general economic programme, 

THE CHAIRMAN: When a moderate step is 
taken, such as you have described, that might have, 


to some extent, a psychological effect on the market? 
MR. SPROUL: Yes, I think it might. 


THE CHAIRMAN: To what extent would 


that be taken as a signal? 


MR. SPROUL: If it were done through open 
market operations it could be a very mild signal 
which, perhaps, would not be observed except by 
those looking closely, or it could be something 
more. If it were done by way of the discount rate, 
and if the monetary authority has been following the 
practice of not changing the discount rate frequentiy, 
it could be a signal of more significance more 


readily discernable by the casual observer of economic 


affairs. 
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There may also be at times what has been called 
an open mouth operation to indicate or hint to the 
market what your intentions are. It is a question 

of whether you feel a definite, positive and 

clear action is needed, or whether you are 
Just mildly tugging on the peeing. Someone once said tha 
monetary policy has become a gentle tugging on the 
reins administered by the horse, but I do not agree 
with that. 

COMMISSIONER MACKINTOSH: I do not know 
anything about the markets, Mr. Sproul, and I wonder 
if you have any historical or hypothetical examples 
with which to illustrate the Sentiment that you have 
expressed on page 4 of your memorandum where you speak 
of the flexibility of monetary policy and say it can 
probe and Withdraw, apply pressure or relax pressure in 
varying degrees, and test the substance of an economic 
movement or a structure of interest rates without . 
final commitment. "Without final commitment" is easily 
understood, but,if you have some particular objective, 
what is the reality behind those words? Can you 
describe that for a layman? 

MR. SPROUL: Well, it Wei yas the close and 
continuous attention of the monetary authority or 
the central bank to the situation in the money 
market. I could perhaps describe it aes by referring 
to open market operations which I now consider to be 
the heart of central bank or monetary policy. In that 
respect in our own operations at the Federal Reserve 


Bank of New York,at the so-called trading desk, our peopl 


SS 


befiseo ased eed tedw semis vs od, outa, Son panne a | 


edt o¢ dnid se steotbai of motderego dtvom asqo as | 


aottesup 6 el #1 .exs smottaetat roy tedw, toxsen | Ma 


— bas svitteog ,stialieb 6 [sei soy 1sdtedw., To, 

' ; 

o, eie yoy tadtedw 10 ,bebeen. el aolios ‘on BeOko Re 
add bise som0 emoomea .amior odd ao goigaud ylbfim dast 


sat mo gaiggut eidasg 8s emoosd asd yoltlog Yiss oom 

Z | gs1ys toa ob I dud .,eex0od edt yd beredetaimbs eater 

| ‘ _ .tedt doiw 
womd gon ob I :H@OTMINOAM ARMOLTeCIMMOO 

tgbaew I base ,luong® .cM ,adedusm sdt tuods gaidtyas 

eosfgmexs [eolteddoqyd uo [eoivotetd yas eved woy I 

eved voy tedd dtaomitaee odd eteiteulit ot dotdw dt iw 

wesge voy etedw mubasiomem avey to # sgeg ao beaesigx9s 

aso ti yee bas yotlog yistecom to ydilfidtxelt edt to 


mi siyeaetq xalse 1 10 eivasetq yLaqs .werbddiw bas sdo1g 


otmonoos ms to soastedwa edt desd bas ,asetgobd aniyisv 
tuodtiw getex teoretat to esautourtea 8s 10 dneomevom 
yiteass et "tnemtinmoo LIentt tuoddiw" .daemsinmoo Ieatt 
,ovistostdo rs{vottasq smos sved voy Il,gud ,bootaisbay 
MOY me0 Sabuow seodd baited vtiiser edd elt jsnw 
fasmysl 6 101 Jedt adi19a9b 

bas saolo srt Pe ie, | ti ,Ifew <:JUOAIa .AM 
to ydinodtus yrstedmom edd to snolinesis avounttnos 
ysaom oat mt motteudte ont of jinsd [extaes edt 
autiietes yd teed iL edtroeesb agsdasq biuoo I Jelrem 
ed ot 1sblea0os won I dotdw enottsraqe seuiem ago of 
dedd al .Yoilog yusteaom ae siasd Isadmeo to dised ont 
ev18esh Lerepe% eit ts eaolse1eqo awo 1Wo he tt : 


eq wo .Néeh gaiberd belfeo-ca ends te, A10Y wel ‘to Tf 
> ah I 


| 
| 
| 


Nethercut &é Young 


Toronto, Ontario 


- 5634 - 


were in constant touch with the government security 
dealers who themselves are the first point of contact 
with the money market, They were also watching various 
rates in the market, such as rate on Federal funds, 
(the rate on borrowing of excess reserves that are 
available in the whole banking system to supplement 
the reserves of an individual bank), also the rate on 
bank loans to government security dealers, which is a 
very sensitive rate, and then moving out through the 
whole rate structure and sensing whether ease or 
tightness is developing in the money market. 

Their immediate purpose in this exercise 
was to smooth out ordinary day-to-day, or week-to-week, 
variations without necessarily changing the direction 
or intensity of policy, but if a change of policy has 
been decided upon they would begin moving in that 
direction continuing at the same time, to watch the 
effect of their operations on this sensitive money 
market, trying not to proceed so far, either in terms 
of actual availability of reserves or in terms of the 
market's anticipations and expectations, as to bring 
about a rough and jagged change in the situation. 

They attempt,rather, to have the adjustment go forward 
smocothiy. 

I think that is what I would mean by this 
ability of monetary policy to probe, to enter in, to 
withdraw,to apply pressure gradually, and so on, 
watching at all times its effects on the money market, 


effects which ramify throughout the economy, not only 
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geographically through various means of communication] -- 
which are prompt and Speedy | ; -- but 


through the various financial intermediaries and through 
the business community which is in constant touch in 
one way or another with Sone elements of the money market. 
COMMISSIONER MACKINTOSH: How would you test 
out the structure of -interest rates? 
MR. SPROUL: Let me take the ‘example, as 
I understand it, of our situation in the beginning of 
1961 when our economy was in recession although beginning 
to recover from the decline of 1959 ana 1960. .It..would 
have been desirable then to have easy money, in 
general terms, and relatively low interest rates, but 
our international position was such that the 
extent of ease and the leveling’ of interest rates, 
which had been thought desirable in earlier periods 
ie ee eh arenes would have been dangerous; when short 
term money rates pushed down to the levels they had 
reached in earlier post-war recessions would have 
exposed our balance of payments to disadvantages 
in terms of relative short-term interest rates in var 
world financial centres. So, an attempt was made to 
achieve a structure of interest rates which would 
not be so low as the ease of money might have Suggested 
at the Peuee aa. but which would respond as much as 
was possible to that ease of money out through the 
intermediate and longer area of the structure of rates. 
Now, that was considered to be a difficult 
tight-rope walking performance, but I think it had 


Some success, It was a combined action of monetary 
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policy and debt management. ‘The monetary authorities 
did not make funds as easy as they had in previous 
recessions, but. they kept them relatively easy longer. 
The treasury continued to do a large amount of financing 
through treasury bills. There were increased issues 
of treasury bills. The amount of government instruments 
in the short market was large. Short term rates were 
held at around 24 per cent for 90 day bills instead of 
being allowed to go down as they had in previous 
recessions to 13 per cent. Rates in the intermediate 
and longer term areas were held down, partly through 
the maintenance of a general policy of relative ease 
and partly through some minor operations in that area 
of the government security market, 

There is no attempt however to establish 
a fixed structure of interest rates and say: "This 
is it." In that pa we would get back to where we 


once were pegging government security prices in order 


CO maintain a pattern of rates. 
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That was very difficult to get rid of after the 


war, and we would not want to get into the same 


P 3 position again. We coined the phrase "nudge rates", 

| 4 to describe what we are now doing which is to 

5 facilitate not eppose fundamental market movements, 
6 Our finaneial markets are not perfect. If there 

= 7 are sticky rates in the market, and if they are not 


8 moving in the right direction or as fast as they 
9 might move, you can, through open market operations, 


10 give them a nudge. 


F COMMISSIONER LEMAN: Mr. Sproul, I 

F think you expressed a strong conviction in your 
- memorandum to the effect that -- I am going back 
‘ to objectives a little bit here -~ price increase, 
4 or, at least, inordinate price increase, will tend 
. in the long run to hurt your growth objectives in 
7 an economy. Am I right in thinking that that is 
P a strong conviction that you hold? 

19 

20 MR. SPROUL: Yes, it is» 

21 

COMMISSIONER LEMAN: Some people have 

P tended i. argue about this point, have they not? 
25 

4 MR. SPROUL: Yes. 


COMMISSIONER LEMAN: What is your feeling 
| about those who use a statistical approach and Say : 
| "Well, look, those economies that have not worred 
too much about price increases have shown a better 
growth than those who have"? 


: MR. SPROUL: They may not have shown 
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a constant concern about price increases and may temporarily 
have gotten a more rapid rate of growth than some 
other countries, but eventually they come to a point 
where they 44 ~ have to show concern about price 
and wage and cost increases. Such comparisons 
recentiy have been mostly 
between Western Kurope, and the United States and 
Canada. It has been said that the countries of 
Western Europe have been moving ahead at a more rapid 
pace than we have, and that there is Something wrong 
with our ‘system ,or our Setup ,if we do not achieve 
the same rate of growth, 
I think right now the countries of Western 
Europe, and Western Germany in particular as a prime 
example, have reached the point where they are running 
into the problem of increasing prices, increasing 
costs and increasing wages, and are having to take 
account of some of the things we have had to take 
account of in the past, 
There is also the example of the French economy. 
They went ahead with a high level of investment more 
or less regardless of its inflationary effects; 
a high level of investment beyond the 
rate of eyrrent savings. France had two advantages, 
perhaps, over us in that it was getting large 
amounts of help from the outside while it was doing all 
this, and because it finally washed out some of the results 
by a Substantial devaluation of its currency. 
That is another method of achieving a high rate 


of growth and then correcting the results you have 


; 
“i 


ysm bas eepsetont sofig 3 STAMOS 


m= 
> 


smoe asdt déworg to ots PiqeyY stom & nettog even 


jatog s of omoo yomt vifsudaeve dud .eelrtayoo © 
sotig dueds misonoo wore oF SOveM se yout stedw 


| 


enoatrsqmos dow8  jseasstont te0o bas ogsw bas 


. | 
4 yiteonm seed avesri ylineoet © ft 
: Ts 
24 bas sedate bedint edt bas .sqous orodeoW meewied | 
ro i e-] 
ir i Ia aetudnavoo edd ¢edt bfSa need esi tI .sbensY ff 
| biger cron 8 ds bssds gatvom need eved eqotwa misdaaw | 
F anor goiddemoe al sredt dedd bas .even sw medd soBq 
os \ 
¢ evetnhos tom ob ow Th, qutee iwo to, motaye two dolw a 
1 or aitworg to sts omez oft ff 
Vz ¥ . } . 
i ateteeW to sotutayoo edt won gdgixt Anidd I 
i. amiag 8 es 1slvotiasq al yasmish. aredesW bas .sqotud | 
, gnknayt ore yodt otedw dntog ond berloses oved ,elqmsxe 
\ antaseront ,esofig antasstont ‘to moldorg edt oval } 
We : |: 
wy | 
exet o¢ aaived e168 bas .esgew gntesetont bas eveoo 
. sust of bad evan ew agntdt edt to emoe to tatodos 
7 a .Jesq eat al to Jnwooos 
ae yronoos doasit sdt ‘to slamexe eft dats at etedT 
cin) : 


erom dnemtasvat to fever dgtd se dttw bseds taow yenT 


,etoetie yvistotisital ett to aeselpisget asel 10 
| . hair: | 
sig baoyed tnemieevrt to Level datd s 


.wessinsvbs owd bal sonst .esnives gnorayo TO salad 
i ‘ ‘ 


f esgisl aniitas esw gf gent at ey tsvo ,egsnisq » 
_ [tts antob esw ti alidw sbtatuo sad mort gqioed. To. avavoms 
a we vali aks rei 
dibes1 odt lo omde tuo Dodesw yllsntt 21 eaysoed bns ,aimk 
a im ¢ Lis _ 

.Youstive ati to nobisulsveb Isitaededva , 8 Yd 
. ) &/902 eam Qeg 

sist dgtd s yntvetdos to pboditom tons af dst 


ro J ” 4% 


Nethercut &é Young 


Torento, Ontario 


~ 5639 - 


gotten in the way of inflationary pressures, although 
it may be quite inequitable with respect. to various 


sectors of the economy, 


4 I think countries that have achieved 
. 5 high rates of growth and which work on somewhat the 
| 6 Same ecenomic systems as we do, cannot go along 
; Z indefinitely without cencern fer rising prices and 
: 8 inflationary. pressures, 
7 9 COMMISSIONER LEMAN: Do you believe, sir, 
= 10 that the reasen for this is that seme elements in 
; 
11 an economy cannot learn te adjust themselves to 
12 the price curve;. is that the reason why it would 


13 hurt growth? 


14 MR, SPROUL: No, I think the reason is 
15 that inflation introduces an over-emphasis on the 
16 element of speculation in the economy in terms of 
17 beth plant capacity and inventory, which leads to a 
18 eritical situation -- an over-anticipation of the 


19 pessibility of preducing and marketing goeds at a 


20 rising profit. When effective demand no longer 

21 equals supply, the cut-back is more serious than 

22 would have been necessary, or that would have been 
WO feund necessary in more modest cyclical movements. 
5 inflationary pressures exaggerate the upswing, which 
y in turn exaggerates the down-swing in those cyclical 


26 movements which, I think, are inevitable in our type 


7 of economy. 
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COMMISSIONER LEMAN: I didn't define my 
terms in asking the question. I am thinking of these 
theories which said that you might do better if you 
set yourself as a valid objective, instead of price 
stability in the absolute or the long run, to just 
think of a trend of, say, 2 per cent for a year; 
something orderly of that type. There have been such 
theories expounded. 

MR. SPROUL: We had a very aggressive pro- 
ponent of that theory, Professor Schlichter of Harvard, 
wae expounded it in and out of season. 

I think the idea of a gradual slow creeping 
upward movement in price is a nice igGea, but it is 
one that is liable to get out of hand. I think there 
are forces in our economy which are always moving in 
that direction. I am thinking of the inflexibility 
dewnward ef price in our economy and the inflexibility 
dewnward of wages in our economy, the lack of mobility 
in the labour force which leads to continuance of 
cperations and of labour in areas where the demand 
has subsided. This creeping inflationary pressure is 
likely to gain momentum over time, and even if it 
doesn't, a gradual rate of change in prices of say 
2 per cent a year becomes, over ten or twenty years, 

a very substantial change in the price level. 

In economies where capital assets and financial 
assets are measured in terms of their value over 
long periods of time, you can't welcome such 


substantial change, even though the annual increase in 
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price is apparently only a modest one, 

You can have savings, for instance, losing 
a substantial amount of their purchasing power over 
a period of ten or twenty years with a very small 
annual increase in the price level, I think it comes 
down to the fact that, with the best of intentions and 
with the most skilful of operations , you may have some gradual 
increase of aggregate prices.:in our kind of economy, 
but to accept some figure a the one you should 
aim at from year to year, _ would be dangerous 
and undesirable. 

COMMISSIONER LEMAN: Well, in referring to 
this in your statement you use the expression "aggregate 
prices", and I believe it was last week that Professor 
Bernstein was talking to us and he was peferring to 
the prices of industrial goods as being the thing to aim 
at. IT assume in the context in which he was speaking 
that he was concerned more with international relationships, 
but he admitted there was such a bias towards a gradual 
increase of consumer prices in the domestic market 
anywhere and that he seemed to imply that that was 
unavoidable; they had to go up gradually. 

MR. SPROUL: I think it may be unavoidable, 
but I don't think we should acquiesce and enjoy it, 

I think we should exert some influence to prevent 
its getting out of hand. That is. one of the problems 


and this would apply to the business community 


a8 well as the whole economic body, There is a question 


whether the ; 
/ business community will go forward and take the risks 


and make the ventures which are necessary and desirable 
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to have an expanding and growing economy without some 
of the stimulation of rising prices. They had it 
for a number of years after the war and now it has 
subsided, it is not there, and we still don't know 
whether business is going to go ahead and make the 
ventures and take the risks which are necessary to 
keep us in motion in an economy which doesn't have 
an inflationary bias. 

I think it is and, I. think as we have said, 
that there are these pressures on the side of 
increasing prices, particularly for consumer goods 
and within the domestic economy, disregarding raw 
materials prices for the moment. It is desirable 
that these pressures be watched and that we not submit 
to them as being either inevitable or desirable and 
something that we should accept without attempting 
te restrain their growth. 

COMMISSIONER BROWN: Sir, would you care 
to express an opinion on the effect of savings in the 
personal sector of these continually increasing price 
levels? 

MR. SPROUL: Well, I think that there you 
have one of the disadvantages of even a gradual 
inerease in prices, a creeping rise in prices. The 
purchasing power of savings, over time, is gradually 
eroded by that sort of development. 

Now, there may be offsets on the other 
side; the saver is also an income earner, and depending 


on where he fits into the economy and whether his wages 
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1 going up with prices or faster than prices or slower 
D determines 

than prices,/whether there is an offset or not. But 
3 taking savings by themselves there is damage to the 
4 Savings habit in a gradual or creeping inflation, or 
5 whatever you want to call it. 
6 THE CHAIRMAN: Can you recall a period in 
7 history in modern times where there was stability of 
8 prices over an appreciable length of time? We hear 
9 So much discussion about Stability of prices and I 
10 am just wondering when we really have had it; is there 
11 any time we can look back to as an ideal in that res- 
12 pect? 
ad MR. SPROUL: Well, I am not very good on 
14 recollection of the performance of Statistical measures 
15 in historical time , but I think in our country we had 
16 a period of relatively stable prices, stable commodity 
17 prices in the decade of the twenties for a considerable 
18 period. 
19 THE CHAIRMAN: Commodity prices; you mean the 
20 wholesale price? 
21 


MR. SPROUL: I mean general commodity prices a 
wholesale and retail, 


/I was trying to avoid stock prices. That within 
a3 my memory is a period when we had stable prices for 
24 a few years. 
BS THE CHAIRMAN: Well, which decade was that, 
a the twenties? 
4 MR. SPROUL: Yes, in the decade of the 
a twenties, 


} 
. THE CHAIRMAN: From 1920 to 19309 


MR. SPROUL: From 1921 to 1929, along 
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there. 

THE CHAIRMAN: Well, 1921 to 1929 is not a 
very long period. 

MR. SPROUL: No. Since then, of course, we 
have had the great depression and PA 

4. Our danger then was falling prices and deflation. 
We have had the war period and the post-war period and 
we have now within the last two or three years, in our 
experience -- which again is a very Short period -- 
come into an area of relatively stable prices in the 
aggregate. As I say, my recollection is not Strong, 
but I think you probably would find perhaps in the 1880's 
or the early nineteen hundreds periods when there was 
Some stability of prices. The intervention of wars 
has been a great force which has knocked out whatever 
tendency to Stability of prices which had existed 
in our economy. The great inflationary periods have 
during and 

been the periods following the wars and we have had 
wars frequently enough, regrettably, to have a recurrence 
of inflationary periods in our economies which has 
obliterated the possibility of any long period of 
Stable prices. 

THE CHAIRMAN: What I had in mind was are 
we trying to accomplish something which never,..bn, fact, 
has been accomplished, and this is a new venture, 
perhaps? It may be that it is possible to do it, 
but --- 

MR. SPROUL: I don't think --- 


THE CHAIRMAN: I don't want to be too 


dogmatic about it at the moment. 
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MR. SPROUL: It could be a hopeless venture, 
2/| but I don't think it is a new venture. It is something 
3 we have Sought at times in the past and, 


4| as I have indicated, I think it is Something we should 


5 Still seek to achieve , In part 

6 this goes back to the question of others having 
than we have, 

7 seemed to achieve higher rates of growth #ithout 


8 putting so much emphasis on the Stability of aggregate 
Stability of aggregate prices 


9| prices , I think / is’one of the keys to sustain- 
10 able economic growth, and by that I mean economic 

il growth which doesn't have the violent up: and 

12) downs of major booms and severe depressions :which 


13/ satisfies itself and its dynamic needs by more modest 

14 booms and by minor recessions in working out its 

15 way along the economic curve. 

16 COMMISSIONER GIBSON: Would you say your 

17 views are based in part and on considerations of equity 
18 and on the kind of society which you believe désirabl 
19 rather than just the purpose of pursuing a price policy 
20/ that fits the needs of growth? 

21 What puzzles me is that while I personally 
22| agree with the sort of thing you say, let us look 

23 at a country like Brazil which has had considerable 

24 price increases and also has had a very good rate 


25 of growth. But maybe there are other things in there 


26] as well =< and this is true of a number of Latin 

a American countries in the post-war period -- there 

28 may be other things in there which we don't want? 

29| MR. SPROUL: Yes, equity, social situations 


0 in a country such as Brazil which continues on 4 course 
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of rapid inflation and periodic de facto devaluations; 
you have one group of a community which makes large 
profits on speculative ventures, on ventures which 
don't contribute much to the productive capacity of 
the country or, if they do, also result in their 
transferring part of the capital abroad as their profits 
accrue, and another part of the community continuing 
to live in a State of poverty, worsened. by 
the inflationary price rises which are continually 
occurring. I think you get,in countries such as 
Brazil and some of the other Latin American countries, 
those violent differences in the rewards that come 
to different groups in the ; economy, 
which are not only contrary to the requirements, 
I would say, of sustainable economic growth, but are 
also contrary to the social and political soundness 
and stability of the whole community. 

THE CHAIRMAN: We were told that in Sweden 
there has been a steady inflation .since the second 
world war of about 4 per cent a year. I am not 
Suggesting that the conditions in, Sweden are similar 
to our country or your country, and the problems may 
be entirely different, but apparently from what we 
were told they wouldn't seem to be too much disturbed 
about that. They have a slower rate of growth, I 
understand, but nevertheless they did submit to that 
inflation and, of course, the wages did keep pace 
with the inflation. 

MR. SPROUL: They have had a slower rate of 


growth than the other countries of western Europe and 
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they have a government and an economy which is much 


more controlled and planned than ours, 


I don't think it has had extravagantly happy 
results in Sweden. They are satisfied with what 
they have and proud of what they have done, but I 
don't think they have shown a high rate of growth 
nor a high competitive ability in the whole world 
economy. However, I don't know too much about the 
Swedish ec oft ORY SVERS delights of the Swedish type of 
Socialism, so you will not place too much reliance 
on what I have said, 

THE CHAIRMAN: I think perhaps we are in 
the same position. 

COMMISSIONER GIBSON: I would like to ask 
you a question, Mr. Sproul, about your views on wages 
policy. On pages 5 and 6 you make some comments about 
wages and the question of price determination, and I 
am not quite clear as to what your thinking is and 
I would very much appreciate it if you would elaborate. 

You say at the bottom of page 6, for example: 

“The fundamental solution is being 

Sought and, I think, must be sought 

in the collective bargaining area which 

now sets the scene for so much 

that happens to costs and prices. General 
monetary policy, by itself, cannot 
effectively reach through to this area 
without bringing about such variations 


in prices and production and employment 


— ORE a 


.eivo asdt voit pn Re to 


doum al dotiw Wheaton ee 


: 7 vaged ylinegeveasxs bed esd th satdd ¢' aod’: 


jedw dtiw beitétise ers yedT  .mesbewe at ed 1uaed 
a | 
I tud ,snob eves yedd dedw Yo byorq bas sved yout — 
dtwoug to sée x sgyid 6 nwode eved yedt aatdd t' mob ah 


blyow efodw odd at yttitds evisitegmoso dgid 6 108M 


edd tueds doum cot wonw t' nob I ,tevewoH  .ymonoos 
ors 

lo sqys ratbow2 odd Yo addgtied eft .ymonooe fe tbewe 

sonetior Moum oot eosiq ton Iiiw yoy oe .meiietooe 


+ 


.btse eved I tedw ao 


ai sae sw eqsdieg Anids I :WAMATAHS HT 


ss ae 


.amottieodg smee odt 


> 


Nes ot oNEL biyow I :MOe2aT) AHMOTeBIMMOD 


Rm 
ey 
e 


aensw mo ewstv wwoy duode ,[uo1ge .«M .mottesup 6 yoy 
guode atdemmos smoe eNem voy O bas € asgeq m0  .yottoq 
I bee .nottentimrsteb sofeq to moivesup sd? bas esgew 


bos ek aninnatdd yuoy tedw ot e6 as8fo atiup toa ms 


.otsiodals bluew woy tl ti stelosiggs dowm yisv bivow TL 
: olgiwexs "Oot .0 SBEC Io motdod sat te yse WoY 
guied ak doliuice Letnemsbauyl edt” 
tiguos od teum .Naidt I .bme tdguoe 
dolnw serTs gaimisgisd svitosiioo sdt at. 
aowm o8 101 anteok end tee wou oer 
Sa eeat ,e90tyq bas eteco ot emeqqed tsds lee 
jonass .tioedt yd ,yotlog ‘yrstenom ~ Te 
S916 atdd o¢ dgvoids doss1 yLevitostts © 7 


eanottstiev dove suods galgaixd swodd tw 


sm 


Nethercut &é Young oe 5648 = 


Terente, Ontario 
"aS are no longer Socially or politically 
tolerable nor economically desirable." 
But you say on page 5 at the bottom of the first full 
paragraph: 
"It may well be that, with less liquidity 
in the economy and a less insistent demand 
for everything, and with a labour movement 
which is gradually, if Slowly, coming to 
Some sense of responsibility for its 
economic environment, high level production 
and employment and Stability of aggregate 
prices can find common ground." 
Now, I don't say there is a conflict bhepe.. butiat 
wonder if you would elaborate a little more on this 
question of wages policy. Do we need a wages policy 
or will one develop in the institutions as we have 
them now? 
MR. SPROUL: I would hope that one would 
develop in the institutions as we have them TOW. a. 
know our government -- and I observe that the government 
of the United Kingdom -- is grappling with this problem, 
whether there will be that sort of a development 
in the institutions as we have them now or whether 
there needs to be some further growth of government 
intervention in the wage bargaining area to assert 
what is called a national interest or a Punaad interest 
in costs,and through costs in prices, 
I was expressing a hope in one case,and an alternative 
Striving for new hope,that existing institutions would 


bring about, 
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an evolutionary solutien of this probiem, 


It is perhaps because of having been 
conditioned by participation in the formation ef moneta 
policy, and having been exposed to the frustrations of 


developments in the wage-price sector of the economy , 


which first opposed what you were trying te accomplish 
by monetary policy and then forced monetary policy 
to validate what had happened, in terms of an increased 
money value ef preduction and employment which a rise 
in costs and prices had brought about, that I am lead 
to stress this point and te hope that the existing 
institutional. structures are moving in the direction 
of bringing a realization of the necessity -- net an 
acquiescence -- of trying to keep the advance in wages 
and costs in proper relation to increases in preductivity 
in the econemy; of the necessity of dividing up the 
rewards on an increase of productivity more equitably 
among the wage earner, the management, the stockholder 
and the consuming public, the groups which are involved 
In my opinion, during the immediate 
post-war period -=- the decade after the war -= the 
power and the aggressiveness of organized labour did 
grasp for organized labour a larger share of whatever 
increased productivity was developing in the economy 
than, over time, would be consistent with an equitable 
distribution of the rewards of increased productivity, 
either in terms of lower prices or better quality 


te the consumer or sufficient profits for the 
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owners and management to stimulate growth of investment 
and of production. I also think that this force not 
only was effective in its own area, but it permeated 
the whole economic structure, working out into the 
service industries, which are now a large part of our 
economy, and where there was little perceivable increas 
in productivity. The demands of relative cévipeieet ten 
and of increased living costs did force increases in 
wages and costs which had developed in the industriai 
area, in the area of large-seale collective bargain= 
ing, throughout the whole economy, and gave us a bias, 


a strong general bias in that direction. 
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COMMISSIONER GIBSON: _Do you think the 
prospects of this bias continuing are as much as they 
were, or do you think we are more Iikely to have 
a better balance in the next decade? 

MR. SPROUL: I see, hopefully, signs of 
a better balance growing out of more mature leadership 
on the three sides, and growing out of the passage 
of the wartime and post-war demands on the economy 
which made it easy to increase costs and pass on 
the increased costs in increased prices. With a 
productive capacity which has been built up within 

this will no longer be so ea vu 
some reasonable range of effective demand/ Looking 
at it from our point of view, also, with increasing 
competition from Western Europe not only in their 
markets but in our own market, the pressure of 
economic fact will help to bring about a better 
distribution of the rewards of increased productivity 
than we had in the ten years immediately following 
the war. 

When it is no longer possible to meet 
demands for increased wages and fringe benefits, 
which are the major part of increased costs, by 
passing on increased costs in the form of 
increased prices, there will be a better climate 
for reaching what I would consider to be the more 
Supportable or sustainable solutions. If government 
can do anything to promote that development, to 
participate in that development without becoming 
or trying to become the decisive arbiter of 


what the solutions are to be, I think we shall make 
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some progress, 

COMMISSIONER GIBSON: You do not think 
there should be some national or government effort 
to say what reasonable wage increases are? 

MR, SPROUL: No, I think if government 
gets too far into this sort of thing then collective 
bargaining ceases, It becomes a political matter of 

“who scan exert. the greatest influence on the 
government to set the terms rather than a matter 

of collective bargaining between the private bodies 
which are, supposed to be fixing the terms of 
agreements. 

COMMISSIONER GIBSON: I suppose if you 
have a wages policy you have to have a profits 
policy as well? 

MR, SPROUL: Well, you begin to have -- 
yes, a profits policy and a price policy. You are on 
the way to a system of more complete and rigid 
controls. I think we want -- and I Suspect you 
would want also -- something that would be consistent 
with our kind of economy and our kind of political 
organization. 

COMMISSIONER BROWN: Mr. Sproul, do you 
foresee a necessity to accept, at least on a temporary 
basis, a higher percentage of unemployment in the 
working out of this better wage level a laded Graal ca 

MR. SPROUL; No, I do not. I would think 
and hope that we can work towards lower levels of 

had 
unemployment than we have/in the recent past -- 


certainly in our country. With respect to 
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unemployment we got up towards 7 per cent of the 
calculated labour force, and now we are down to 
between 5 per cent and 6 per cent. TI hope that 
our ‘recovery will continue, and that we can work 
towards reducing that unemployment. This hope involves 
whole conception of sustainable economic growth 
as distinct from . growth which is more rapid at 
one time but which is subject to more violent 
reactions. That whole concept. is also one of trying 
to have sustainable employment, and unemployment 
at a reasonably low level allowing for the frictional 
unemployment, the between- jobs unemployment, and 
the incapacity or disability type of unemployment, 
about which there can be argument, 

aSs,CO how much it is or should be, 

We have some distinguished sSutdents in 
that field who Said, when they were economists, 
that 4 per cent is reasonable, but when they became 
politicians they said it ought to be much lower 
than that. 

It is not a question of accepting increased 
unemployment in order to achieve some other economic 
Objectives. It is an attempt to reach a level of 
Operation and rate of growth which will bring about 
Some reduction in the rate of unemployment. 

COMMISSIONER BROWN: I did not know whether 
you said this as a partial corollary of the bargaining 
process, 

MR. SPROUL: No, I think that would not be 


a corollary of the bargaining process, that we would 
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have increased unemployment, 


THE CHAIRMAN: We will adjourn for 10 


minutes, 


--- A short recess, 
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THE CHAIRMAN: We will now resume. 

COMMISSIONER BROWN: Mr. Sproul, on page 7 
you refer to selective credit controls and you deal 
with the stock market margins. I wonder if you would 
tell us a little bit about your experience with consumer 
credit controls and mortgage credit controls? 

MR. SPROUL: In my opinion we had some 
degree of success with consumer credit control. 
I am referring now particularly to the period in 1955 
when we had the authority and when there was a con- 
certed movement to reduce the down payments and to 
lengthen the time of repayment in connection with 
consumer credit, particularly consumer credit for 
durable goods, [In automobile credit 
for example, i think we anticipated the 


demands of future years in that particular period an 


timuiated an increase in production and sales which 
borrowed from succeeding years and was a destabilizing 
force in the economy. Our attempts to moderate this 
relaxation of down payments and of repayments terms 
did have a desirable effect din controlling 
expansion in the use of credit in that area. 

It was never easy to demonstrate; there 
was not acceptance by the people who were being 
regulated; there was not the necessary degree of 
acceptance to make regulation work with the highest 
degree of satisfaction, and there was the possibility 
of loopholes and escapes which made it difficult, so 
that the lot of the policeman wasn't a happy one, but 


I think we had some success there. 
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We had a lesser degree of success in/mortgage 

credit because there we ran into Opposing social 
objectives of government which had a high degree of 
interest in the promotion of’ home ownership and the 
provision of mortgage money, +o various groups 
in the community in ways which made it easy to borrows 
Thisran contrary to what we were trying to do in the 
control of that particular sector, but even there I 
think we did have some moderating influence for a time, 
However, 

/ the difficulties of administration, and the lack of 
general acceptance of the idea of control of these 
areas not only made our effectiveness less than it 
otherwise might have been but ultimately resulted in 

to regulate 
the power/being withdrawn and in the continued unwillingness 
to restore it either as an active power or as standby 
power which might be used if the circumstances arose 
which made it seem desirable. 
My own view is it would be desirable to have 

these powers-as, standby powers which could be invoked 
in circumstances where the use of credit in 


particular areas is exerting a destabilizing force; grep 


which we are unable to reach effectively both in time and] in 

amount through general measures of credit control. 
COMMISSIONER BROWN: In practice, which 

Specific forms of control proved the more effective 

in controlling consumer credit; what Shite type 

of control was effective or was relatively effective? 
MR. SPROUL: The type of control which we 

exercised was the ability to. fix the down payment 


and to fix a limit on the term of the borrowing ,- 
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Instead of, say -- to use a figure -- having to 
put down 10 or 15 per cent, the borrower could be 
required to make a cash payment of 20 per cent 
and the term of borrowing, instead of being 326 
months, could be made 30 months, That sort of 
control I think had a measure of effectiveness: 

COMMISSIONER BROWN: The former of Kees 
two types was tried here and it seemed to be generally 
avoided by increasing prices and accepting an 
uneconomic figure for 4 trade-in, 

MR. SPROUL: Yes, there is that possibility 
of evasion and that is one of the reasons why the 
jack of acceptance of the idea of control makes it 
difficult, but there was a sufficient observance of 
the rules in our case, I think, for it to have some 
effect, and it is my impression that the same thing 
has been true in the United Kingdom where they have 
invoked a similar sort of control for hire purchases. 

COMMISSIONER BROWN: You mention that in 
your opinion consumer credit in this period got out 


of control, 


£ 


Ca 


ould you give us a suggested 
méasurement as te what is a sensible level of 
consumer credit? 

MR. SPROUL: I don't know that T can put 
it in terms of figures, but I think it could be said 
that it is when relaxation cf credit terms seems to 
be bringing forth a concentration of activity in one 
area of the economy which is out of line with the 


general level of economic activity, and when consumer 
demand is being directed towards specific kinds of good 
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by relaxation of credit terms rather than by the price 
and quality of the product and the aggressiveness of 
the sales effort. To take the Specific example of 
the automobile industry, it had its biggest post-war 
year in 1955 and up to the present time it has never 
gotten back to that level of operation. JI think that 
was due to the fact that in 1955 they relaxed credit 
terms, both in relation to down payments and to the 
period of repayment, beyond what they had been and 
exhausted a part of the future market by stimulating 
current sales in that way. 


COMMISSIONER BROWN: But you can't suggest 


a relationship between the gross amount of consumer 
credit and the national income? 

MR. SPROUL: No, I think consumer credit 
has been a desirable force in promoting mass production 
and mass distribution of goods. 

I mignt say, however, that when the 
extension of consumer credit has made such inroads 
on the purchasing power of the community that, for a 
period, consumers are paying back on old loans a 
larger amount than, over time, had been the case. 
Production will be depressed, because the paying 
off of old debts will be taking a larger share of 
the income of the community than would have been 
taken if there had not been a rapid increase of 
consumer debt because of a relaxation of eredit terms. 

COMMISSIONER BROWN: Do I gather from that 


that if this increase takes place without a noticeable 
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relaxation of the controls by the grantors of such 
eredit, you haven't got the same worries about it? 

MR. SPROUL: No, if it doesn't involve an 

on progressively easier terms 
increasing use of credit/I wouldn't have the same 
worries about it, 

COMMISSIONER. BROWN: Would you care to comment 
about these on the other side of the economy, such 
as a sense of stimulating the process when things 
are quiet? 

MR. SPROUL: . I think that control of consumer 
credit does permit of either stiffening the controls 
when restraint is desired or relaxing the controls when 
Stimulation is desired, It is a flexible form of 
regulation which can be used to stimulate or to restrain, 

COMMISSIONER MACKINTOSH: Could I interject 
a guestion there? I got the impression that in 
between critical periods the central banks! understanding 
of the consumer credit field, its acquaintanceship 
with it. is largely statistical, and then you get into 
@ period when it is thought they need to be restrained 
and come together. Do you see any hopeful possibility 
in your suggestion of standby power that the existence 
of these powers would lead both the central bank and 
the consumer credit industry to reach a further 
understanding as to the kind of operations that were 
desirable for the economy of some type other than the 
actual exercise of the standby? 

MR,.,SPROUL: .Yes,.I do, _ think if the 
monetary authorities have the power in standby form 
that they would be developing their knowledge of and 


their information concerning the effects of movements 
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in consumer credit, and I think the consumer credit 
industry, on its Side, knowing that these powers are 
there and might be used, would be more interested 
in working with the monetary authorities to try to 
develop a better understanding and perhaps some better 
measures, better yardsticks ,by which to judge the 
influence and the effect which consumer credit is 
having on the general economy. I think there would 
be a possibility there -- ana a hopeful possibility -- 
of better performance on both sides if the Standby 
authority was in existence, 
COMMISSIONER MACKINTOSH: Thank you. I have 
some other questions, Mr. Sproul. On pages 9 and 10 
you have a substantial Paragraph, which I found to 
be admirable, on the relationships between fiscal 
and monetary policy and the relationships between 
their respective authorities, and you Say that the 
independence of the central bank is now independence 
within the government, not independence of the government, 
Am I right in inferring from that paragraph that the 
achievement of understanding of a proper mix of policies, 
@ common interpretation of what are thought to be the 


impending circumstances, that this should come primarily 


from frequent consultation and continuous contacts 
between these respective authorities, rather than from 
some more formal system of, say, directives? 

MR. SPROUL: Yes, you are quite right in 
your understanding, That is what I was trying to 
course of action here 


Suggest or advocate; aconmon/is the sort of thing that 


Can best be worked out by the recognition of a common 
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general policy, and by continuous consultation between 
those who have authority, in the fields of fiscal policy, 
debt management and monetary policy agreement as to 
what the common objective is, and as to how their 
Various powers might be fitted together to try to 
achieve that common objective, can be achieved better 
in this way than by setting up either one director of 
the whole or a committee or a council having the power 
of decision with respect to authorities of the 
constituent groups. iI think, certainly in our situation, 
the dangers of either an individual who had the sole 
directive authority or a council which had the sole 
directive authority, outweigh some of the possible 
frictions of the consultative method. 

COMMISSIONER MACKINTOSH: A few days ago 
we had Professor Viner who took what I thought was -- 
at the time, at any rate -- a rather extreme view. 
He suggested the central bank ought to operate under 
& mandate from the government, which should be a 
written mandate and a public mandate, and would, until 
further notice, set the course of their monetary policy 
until a further mandate. He was speaking not of a 
broad statutory mandate but, as I understood it, some= 
thing that would be from time to time in our case 
issued by the Minister of Finance, and under that the 
central bank would operate until they got another one, 
I gather that this would not be congenial to you? 

MR. SPROUL: In our case, of course, I don't 
know who would give the mandate. The Federal Reserve 


System derives its powers from Congress, and I don't 


think a legislative body is in any position, in terms of 
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effectiveness 
administrativefo give periodic mandates as to what 


monetary policy should be, 

The President and his advisors, and the 
Secretary of the Treasury -- who is the chief financial 
officer -- might be in a position to give mandates, 
but in our system they haven't the power as things are 
now to do that. But even if there was a different 
constitutional setup, I think it is much better to 
have the central bank able to press its views forcibly 
and continuously with respect to what monetary policy 
Should be rather than having a mandate handed down 
Saying that, for the present, 
your policy shall be so and so and such and such. 

memorandum 

As I suggested in myAf the views of the 
monetary authorities are wholly out of step with 
general governmental policy, you may have a 
Situation where the responsible monetary authorities 

deem it necessary to resign rather than 

to acquiesce in a general governmental policy pus 
I think it is a matter which can ordinarily be worked 
out in consultation and in acceptance of general objec- 
tives, without reaching that sort of a critical 
situation. 

COMMISSIONER MACKINTOSH: Would you think 
anything in the form of governmental directives 
Ought to be, as it were, instruments of last resort or 
penultimate resort? 

MR, SPROUL: Yes, I do. 

COMMISSIONER MACKINTOSH: Rather than 


continuing process? 
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MR. SPROUL: Yes, 

COMMISSIONER MACKINTOSH: Thank you, that 
is all I have on that. 

COMMISSIONER GIBSON: I would like to ask 
you another question on the same line. You tell us 
that the Treasury is pursuing a budgetary policy which, 
to the central bank, seems inappropriate, How far 
does the central bank carry on in the line it thinks 
it should and, indeed, how far does it work to offset 
the effect of this inappropriate treasury policy? This 
must happen quite frequently; just because of the 
Slowness of changes in budgetary policy, When do you 
decide that there is a real conflict in policy here 
and not something that is appropriate for you to off- 
set or partly offset? 

MR. SPROUL: I don't think you can pick 
a point and say in advance that this is it; I think 
if there is a general economic policy of the govern- 
ment, that you would hope and expect that budgetary 
policy and monetary policy would both be directed to- 
wards making effective that general policy. 

AS you say, there may be lags in the effect 
of the application of budgetary policy which will run 
into the more flexible actions of monetary policy, 

If the monetary policy is not designed and not 
put forward in opposition to the general govern- 
mental policy, but only as an offset to a temporary 
undesirable influence of budgetary developments within 
that general policy ., I think you would have 


a basis for agreement between reasonable men who are 
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Terente, Ontario 
operating under the same general policy, even though 
for the time being the budgetary and monetary policy 


may be offsetting one another to some extent, 


COMMISSIONER MACKINTOSH: Suppose it isn't 
a lag and the government doesn't want to reduce its 
deficit and yet the central bank isn't told Specifically 
what the policy is; you are getting into a pretty 
aifricult area. 

MR. SPROUL: Yes, an absolute SOnE ILE or 
Opinion as to what the budgetary policy and debt 
Management policy and monetary policy should be in 
terms of the overall general governmental policy; you 
get into a very difficult area and you may come to 
the point when the monetary authorities, looking at 
it from their Side, have to say, "Well, we can't ZO 
on with this; we think it is wholly wrong and therefore 


we will have to turn over our powers to other hands," 


COMMISSTONER MACKINTOSH: Suppose you are 
left with the Job, which nobody objects to, of partly 
offsetting the effects of the continuous deficit, let us 
Say, and you are not told that you are not to offset It. 
is this a tolerable position for the central bank to be in 
This may be the mix that suits the political situation 
at the time, 


MR. SPROUL: If the continuance of the budgetar 
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policy is in line with the generally agreed economic 
policy, then you could live with it for a Gime. but if 
it is a departure from the generally agreed overall 
economic policy, then I think you could not live with it 


and would have to try to make your views prevail 


in consultation and argument, or Say that you cannot 
accept the responsibilities of participating in the progra 
COMMISSIONER MACKINTOSH: You are being asked 
to carry too much? 
MR. SPROUL: Yes, you are being asked to 
Carry too much, and in an atmosphere which makes your 
efforts ineffective. 
COMMISSIONER BROWN: How about a similar 
Situation with respect to debt management, which is on 
a Slightly more flexible basis than fiscal policy? 
On page 11 you say at the sentence at the top of the page; 
“What is needed is a clear recognition 
of their joint and separate responsibilities 
by men who bear allegiance to the same 
general economic policy of government, 
and regular means of consultation and 
co-ordination of policies and programmes." 
You are working in favour of separate authorities coming 
together at some Stage. I wonder if you could give 
uS your picture of just where you think they should 


come together, at what stage do their responsibilities 


MR. SPROUL: Well, let me try to give you two 


examples from our experience. 


In the late 1940's and early 1950's we in the 


Federal Reserve System got 
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into an argument with the Treasury about the support 
of government security prices, about maintaining a 
pattern of interest rates in the government security 
market, and we said that we no longer could maintain 
an effective and sound monetary policy if we had to 
continue to support a pattern of interest rates in 


the government security market by pegging government 


security prices out through the whole range of maturities), 
That argument came to the point where we couldn't reach 
agreement until it became clear, after consultation 
with the executive and with the legislative branch of 
the government, that our side of the controversy had 
more support than the Treasury side, and that if Lt 
came to a showdown within the government our position 
would be the prevailing one. Then we were able to 
reach what was called an accord, which provided certain 
bridges over which the Treasury people could retreat 
and which relieved us of the responsibility of pegging 
prices which we had assumed, previously, in consultation 
with the Treasury, as part of our Joint responsibility. 
Now, that was a case where we did come to 
one of these conflicts ef view and authority and where, 
in our situation, without any definite directive by 
anyone, it became clear that the final decision would be 
in cur favor. Fortunately this incident gave impetus to 
the development of methods of eobrashation and consult- 
ation which has continued right up to the present time; 
more frequent meetings between those in charge of debt 
management and monetary policy, and by "frequent meeting 


I mean at least once a week to discuss their mutual 
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_ There has developed 
problems. re a greater understanding of the responsibilities 


2| and the methods of operation of both monetary policy 
\ . Federal Reserve System 
3 and fiscal policy as represented by the / and the Treasur 


gf Department, There has been so much cross-fertilization 
S| that in recent periods, when it was most 
6 desirable that debt management policy and monetary 
j 7 policy be working in double harness, the Treasury 
8 Department and the Federal Reserve System have found 
9 that they could work within a general economic policy 
10 without any final directive or any single authority 
11 telling each of them what they had to do, 
12 People in the Treasury Department now know 
13! more about what the Federal Reserve System is doing, 
14 and I think the people in the Federal Reserve System 
15 now know more about the problems of debt management, 
16/ and what the Treasury is doine. In the past several 
17 years there has been a much . greater accommodation 
18/ of interests and reconciliation of views 
19 than had been possible before. 
20 COMMISSIONER GIBSON: I have a question, 
21 Mr, Sproul, about your views on open market operations. 
22 I take it from your memo in a number of places that 
23 you don't believe that the Federal Reserve should 
24! be bound by any specific policy on bills only or bills 
25 preferable; you imply in several places that it is 
appropriate that they should have a mes free hand. 
If this is correct, would you say a word or two about 
the quite widely expressed fear that operations in 


medium and long-term areas in the market are disturbing 


to the functioning of the market, 
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MR. SPROUL: My personal opinion is that that 
argument has been stressed and over-stressed by those 
who are advocates of bills only or bills uSually, that 
they use it as one of the arguments to try to make 
their view prevail. 

Whether the monetary authority operates in 
Only one sector of the market and deals with money 
or "bills only" or "bilis usually," or whether it 
operates out through the whole range of maturities of 
Government paper from time to time, you haven't a 
completely free market. You have a- market which {s3 
at all times, watching what the monetary authority is 
doing, both in its immediate effect and in anticipation 
of what it is going to do in the future and what the 
effect of that will be. You have a market which is 
conditioned by the operations of the monetary authority, 
and I don’t think it is any more disturbing to the 
market to have the monetary authority operating, at 
times, in the intermediate and long term areas of the 
market than in the short market. I don’t think it is 
any more disturbing or creates any more interference 
with the functioning of ‘the market than having the 
monetary authority operate wholly in the short end of 
the market, expecting the market by arbitrage to spread 
that influence out through the whole range of maturities 
Whether or not the monetary authority operates out 
through the whole range of maturities, what it does 
is going to have an influence out through the whole 
range of maturities, and upon the structure of interest 


rates. I think this claim that operations in other 
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than the. short term area interferes with the proper 
funetioning of the market was partly an attempt to 

make a case for "bills only*.or "bills.usually.". Also, 
I suppose, it had in-it some reflection of the previous 
period when we were pegging prices of government 
securities, and the fear that there would be attempts 
to return to that practice so that the market would 

be in the hands of people who had their fingers on 

the levers and would be a little itchy, maybe, to exert 
@ little more control of prices than they ought to have. 
There was real fear, I suppose, that we would gradually 
slip back into trying to establish a fixed pattern of 
rates, rather than attempting to nudge the market 

in places. where it was sticky. 

To repeat, I don't agree with the idea that 
open market operations beyond the short area of the 
market are so different that they are disturbing in a 
substantial or in a damaging way to the proper 
functioning of a money market and a capital market. 

COMMISSIONER GIBSON: Isn't one of the fears 
in this that if the central bank takes an important 
position in the longer end, and it turns out to be 
wrong, it has then got a very difficult position to 
unseramble, which may affect its ability to pursue an 
effective monetary policy? 

MR. SPROUL: In the terms in which I have 
discussed open market operations, of course, I would 
hope and expect that the central bank would he probing 
the market and wouldn't get into a position in which 


it was so far away from the underlying tendencies in 
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the market -- the relationship between the supply of 
funds and the demand -- that it would be out on a limb 


and couldn't get back. JI don’t think you can make 
policy on the basis that you are going to be so badly 
wrong that your policy will be destructive; otherwise 
you would never make any policy. 

COMMISSIONER GIBSON: Do you Say you would 
be much more careful and have to have more reason for 
carrying out operations on the long end than on the 


treasury bill end? 


MR. SPROUL: Yes, I think you can say that, 
in ordinary circumstances, when you are merely adjusting 
the day-to-day and week-to-week and seasonal fluctuations 
in the reserve position of being such a dominant factor 
that you were really the controlling influence with 


respect to rates and prices in other areas of the market 
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COMMISSIONER GIBSON: In other words, if 
youdéould See a real advantage from the Standpoint 
of public policy, and felt reasonably confident about 
it, you would: feel it was all right to go into the 
longer. end? 

MR, SPROUL: Yes, 

COMMISSIONER GIBSON: Otherwise you would 
not be so inclined? 

MR. SPROUL: No. Just on a hunch I would 
not, without some good reason, think, "Well, we ‘ 
will now go into the long market and try’ to astabi1ei 
a different level of interest rates from that which 

has been developed by the market itself." 

COMMISSIONER BROWN: When you are operating 
in this way, which is an Operation through the whole 
Spectrum, though it is a light touch on the long end, 
you are in fact, are you not, influencing the debt 
structure that is held in the public sector? 

MR. SPROUL: Yes. 

COMMISSIONER BROWN: To what extent do 
you think the changes in this debt structure affect 
Spending in the nubiie sector, or do you think it 
has any? When I said, "spending in the public sector," 
{I was perhaps confusing things a little heres. I 
meant, spending by the public. 

MR. SPROUL: There, I think, perhaps the 
point of clarity is, if the situation is one in which 
you want to stimulate spending in the public sector, 
thengbt management, which involves financing with 


instruments which will go into the banking system 
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and lead to an expansion in the Supply of money an 
credit, would give you that stimulus to Spending 
by the public, 

On. the other hand, if you are ina period 
of exercising some restraint, or trying to, on public 
spending, you would hope that debt management 
could be so arranged that public savings would be 
tapped by the kind of securities offered and the 
prices and yields at which they were offered, 

So that public spending would be reduced and some 
public income would be drawn off into Savings through 
investment in the longer term government securities, 

COMMISSIONER GIBSON: How far do you think 
the central bank has a responsibility for maintaining 
an orderly security market? 

Mow SPROUL: TL .think ituhaes.a responsibility 
there, but I think that ordinarily a properly 
functioning market will itself maintain order, and that 
it is.only in unusual and infrequent circumstances 
that there will be what have been labelled, 

"wind pockets," that is large differences 
in prices between purchases and Sales, ,so that the 
market tends either to become panicky, on 
the down-side, or extravagent, on the up-side. Then 
the monetary authority would be justified in stepping 
in to maintain orderly markets. | 

There has been some semantic juggling 
there, Either you try to maintain orderly markets, 
or prevent disorderly markets. My own preference 


is to prevent disorderly markets, letting the 
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market itself maintain order in the ordinary and usual 
circumstances, which I think it will. 

COMMISSIONER GIBSON: When you talk about, 
let us say, preventing disorderly markets, how do 
you define it? Do you look at a given yield curve 
at a particular time and say, "This more or less makes 
sense in our thinking"? 

MR. SPROUL: I would say, where there is 
Such pressure of selling in the market, more specifically 
in government securities, that the dealers who make 
the market are dropping their prices substantially 
between transactions, so that the selling pressure 
begins to accumulate and prices decline rapidly without 
stimulating buying interest, then you have a disorderly 
market. 

It is through constant touch with the market, 
and observing what is going on in the market, that you 


sense or feel that the increasing pressure of sales and 


‘declining prices are not bringing out a response on 


the buying side, which would take care of the 
situation before it became cumulative and disorderly. 
COMMISSIONER GIBSON: This is a day-to-day 
and almost hour-to-hour type of thing? 
MR. SPROUL: Yes, it is. I think the 
necessity only arises infrequently, but you watch 
it from day-to-day and hour-to-hour and you are 
constantly in touch with the market. You do not 
just set up a yield curve and look at it in your 
office without keeping in touch with the market. 


You keep in touch with your market. 
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COMMISSIONER GIBSON; How far do you use 
a yield curve appropriate to the relationship of the 
various rates, one with the other? 

MR. SPROUL: In the ordinary course, since 
we quit having a yield curve on a prescribed pattern 
of rates, we do not use them very much, except to 
observe what variations the market itself is creating. 

COMMISSIONER GIBSON: Say a yield table? 

MR. SPROUL: I would say they are not used 
very much except aS a mechanical aid. The yield 
curve is something you keep in mind, but not something 
that suggests the time to step in or the time to 
Stay out of various areas of the market. You are 
working from the standpoint of other things than a 
yield table. 

COMMISSIONER GIBSON: This would not be 
the major consideration in deciding to intervene 
in the longer end of the market? 

MR. SPROUL: No, not unless a yield curve 
confirmed, by the jerkiness of its movement ana 
wideness of its fluctuations, what you had gathered 
from your continuous contact with the market, namely 
that the situation was getting disorderly. On more 
general policy grounds you would have other consider- 
ations in mind. 

COMMISSIONER GIBSON: What you are looking 
for -- at least, this is the context in which you 
have been talking -- there would be times when you 
would want to influence the shape of the yield curve 


for a specific monetary objective, is not that correct? 
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MR. SPROUL: Yes, without regard to 
maintaining an orderly market or correcting a 
disorderly market. There would be times when you 
felt your operations at the short end of the rate 


structure were not reflecting themselves out through 


the whole structure of rates, when there was Stickines 
here or there, and you would try to see if a little 
pressure would dislodge some of the stickiness. 

The general theory would be that you are 
not trying to impose your will on fundamental 
developments in the market, movements in one direction 
or another, but that you are trying to eliminate 
stickiness or blocks in an imperfect market which 
are interfering with your major monetary policy 
objectives. If you find that you have mis judged 
the fundamental influences, and unless the market 
has become disorderly you withdraw from the nudging 
process, 

COMMISSIONER BROWN: Do you find that the 
Street reacts very quickly when you give a nudge == 
in. the sense, if you indicate a buying interest in 
something, do you find this encourages the Street 
Operators to build up an: inventory, or does it 
encourage @ Stabilization through the market generallyf 

MR, SPROUL: I think "the Street" is also 
trying to determine whether you are going with the 


tide or trying to move against it. If they think you 
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going with it, I think they will react very quickly 
in terms of building up an inventory and establishing 
a position. If they think you are going against. it, 
they may draw back, What you do will have an immediate 
effect on their thinking and on their guessing, 
but they will also, as you are, be trying to determine 
whether you are trying to get rid of some stickiness or 
to go against the tide, 

COMMISSIONER BROWN: Does this sometimes 
tend to make your job more difficult? 

MR.. SPROUL: It.makes it more Gittieult, 
but only in degree... The fundamental gi tticulty 
~S in determining which forces are in the ascendant 
and where you can best exercise your influence, or 
whether you should try to exercise any influence at 
all. The uncertainty of the reaction of the market 
is.an-added.difficulty, but.if.you are 

in constant touch with the market and not 
just looking at quotations, if you know the people in the 
market and are talking with them and getting their 
views, , you have some idea, 

as to what their reactions are or may 

be, and you get some help there, 

COMMISSIONER BROWN: Do you. find there 
is a tendency for them to react faster on the 
down-side than on the up -side? | 

MR. SPROUL: If ms mean they are more apt 
to get hurt on the down-side than they are on the 
up-side, if they take a position, I would say, yes; 


they do not want to get hurt. They try to keep 
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their positions very light, if they think things 
are moving down. 

COMMISSIONER BROWN: One small point in 
the practical application of the trading: does the 
Street know whether you are dealing for monetary 
policy or for government accounts? 

MR. SPROUL: Not always, They EVM a 6) 
find ‘out ain various ways 
but they do not always know, and I have a certain 

addiction to the value of uncertainty,at 
times,in exercising your influence in the market, 

COMMISSIONER BROWN: You do not believe 
in clear and definite signals? 

MR. SPROUL: Not always; sometimes, yes, 
and sometimes, no, 

COMMISSIONER BROWN: To back up a little 
from this practical end of it, the Federal Reserve 
Bank in New York operates on the basis of directives, 
What sort of latitude is given to these directives? 
Are ‘they of\a‘fairly general nature, or fairly 
spec kEYc? 

OUR, SPROUL: ‘The directives from the 
Federal Open Market Committee to the Federal Reserve 
Bank in New York are as specific as they can make 
them without interfering with execution, which 
Lis not very specific. But that is modified to some 
extent by the fact that in the endeavour to keep 
the channels of control as clear as possible, the 
Federal Reserve Bank of New York is in touch with 


the representatives of the Federal Open Market 
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Committee in Washington every day telling them what it 
is doing and why it is doing it, so that there is a 
constant exchange of information and views as to how 
the directive is being executed. That is a formal 

and regular practice. It is not something that just 
happens. Every day, after the market is Opened and 
the figures of various factors which affect the supply 
of money and the supply of credit in the market have 
been assembled and worked out, and after it is decided 
how much buying or selling will be necessary just to 
offset the effects of float, or treasury disbursements 
or withdrawals, or gold inflow or gold Outflow, and 
Other factors which in the ordinary course affect the 
reserve position of the banks then it is determined 
Whether the directive requires some positive move. 
That is discussed by the Federal Reserve Bank in New 
York with the people in Washington, and with people 

at other reserve banks whose representatives are 
members of the Federal Open Market Committee. The 
directive and the execution of it are kept in line in 
that way. 

COMMISSIONER BROWN: Just a small point -- 
although it is not a very small point, just a practical 
point: the staffing of the trading desks of the 
department in New York, is this done from inside, or 
do you bring people in from outside, from the Street 
itself, on to the staff? 

MR. SPROUL: We have brought people in 
from the outside when we have needed special skills or 


within 
Special knowledge, but most of the staffing is done / 
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the Federal Reserve Bank, in New York itself, People 
from other parts of the system have come in as 
observers, but there has not been much 
recruitment from outside the Federal Reserve 
Bank of New York, either from other parts of the 


System or the market itself. 


COMMISSIONER BROWN: The discussions that 
take place, aside from the ctual trading itself. are 
these on all levels of the operation? 

MR. SPROUL: Discussions with people 
in the market ? 

COMMISSIONER BROWN: That is right. 

MR. SPROUL: In the ordinary course, the 
minute-to-minute and hour-to-hour discussions by 
telephone would be at the operating level, between 
the trading desk and people in the market. 

But there would also be less frequent but more or 
less continuous contact between the policy-making 
officials and people in the market as to the course 
of the market and the effect which monetary policies 
were having in that market. Anyone, at any level 

of authority and responsibility, can sit in and 
listen in, or participate in the minute-to-minute 
or hour-to-hour or day-to-day contacts, if the 
Situation is important or likely to grow 
eritical, so as to have an immediate feel of what 


is going in the market. You do not have to sit in 
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an upper office and wait for someone to come 
and tell you what is going on; if you want to find 
out for yourself. 

COMMISSIONER MACKINTOSH: Mr. Sproul; on 
pages 11 to 13 you discuss the impact of international 
trends on policy, and you advance the view that if 
they are taken early enough the likelihood of conflict 
between external and domestic policy is Pe very 
Substantially. I take it that you would agree that 
if they are not taken early enough and conflict 
develops, depending om the degree of the severity 
of the situation, the international considerations 
assume priority and may ultimately become mandatory? 

MR. SPROUL: Yes. I think they are so 
clear and obvious and can become so critical in the 
running down of a country's reserves and the pressure 
on its currency that they have to be given temporary 
precederce over whatever domestic objectives you © 
have in mind for the longer run. 

COMMISSIONER MACKINTOSH: In the United 
States you had a long period when you could afford 
to ignore international influences, whereas by 
contrast in the 50's and 20's the British seemed to 
be periodically on the edge, with a very restricted 
range of choice. Is there any hope of easing this 
by central banks in other countries o governments 
carrying larger reserves? 

MR. SPROUL: Giving themselves more 
leeway? 


COMMISSIONER MACKINTOSH: Yes. 
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MR. SPROUL: Yes, I think that has happened 
to a considerable extent in the distribution of 
what might be termed the excess reserves of the 
United States to the countries of Western Europe, 
which have been able, since 1950; or thereabouts, 
when our balance’ of payments first went into deficit ,an 
in a very large measure from 1958 on, to rebuild their 
reserves, so that most of the countries of Western 
Europe now have reserves which do give them some 
cushion with which to meet temporary pressures on 


their balance of payments and on their currencies. 
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The United Kingdom itself has made some 
progress -~ although not nearly so much as these other 
countries have made in that regard. Its situation is 
still less comfortable, certainly, than that of some of 
the western European countries, and certainly less 
comfortable than ours, but considerable progress has 
been made in building up the reserves of a number of 
countries and in that way creating a greater Stability 
in international financial relations. Looking back on 
it I think it was for that reason that we could look 
with equanimity on the deficit in our balance of payments|, 
at least up to 1958, 1959 and 1960. 

We were thinking that this was a desirable 
thing. We had reserves in excess of our needs, the 
Other principal industrial.and trading and financial 
nations of the world had inadequate reserves, and thus 
redistribution of reserves was a desirable thing from 
the standpoint of international monetary and inter- 
national trading and financial arrangements. 

We may have been a little slow in reacting 
to this situation, as it finally developed, because 
in the three years, 1958, 1959 and 1960, the movement 
of reserves became cumulative and disagreeably large. 
During much of the period when our balance of payments 
was in deficit, however, there was a desirable re- 
distribution of reserves amongst the principal trading 
and financial countries. Theoretically and practically 
it gave a necessary underpinning to international 


financial arrangements. 
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! COMMISSIONER MACKINTOSH: You seem to give 
: approval to the various steps that were 
3 taken to stem this international Situation in reducing 
4 the outflow of capital from the government account -- 
5 "Operation Nudge" and so on, and the higher short-term 
6 


rate of interest. I gather you think on the whole 

7 that the action was taken in time. But, would it not 
be true that if you had had a narrower reserve margin 
it is quite possible these actions would not have been 
10 taken in time? In other words, you could see and 

11 watch for some time the trend in your reserves and 

12 examine the thing and arrive at a policy with a 
narrower margin of much less time to figure these things 
out? 

15 MR. SPROUL: Yes, I think that is true. 

On the other hand, I think with a narrower margin 

17 we might have been less willing to enter into some 

18 of these world-wide commitments which we did enter 

49 into, and which now we find very difficult to get rid 


20 of, involving as they do a continuing and substantial 


21 outflow of capital on government account which 

2. Other countries seem reluctant to take up, even 

23 though their reserve positions have greatly improved 

24 Over the last few years. We think they might well give 
- further Support to the common international objective, 
oa and relieve us of some of this burden. 

27 | We did have time to examine our position and to 
- begin to correct it before it was too late. On the 

29 


other hand, as I say, I think the size of our reserves 


and the ability to ignore the pressure on our balance 
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1 of payments did lead us to assume burdens which we now 
2 find a little oppressive, and which nobody else wants 

3! to pick up if they can avoid it. 

4 _ COMMISSIONER MACKINTOSH: At the bottom of 
5 page 12 you suggest that in your judgment it is about 

6 time to change the mix of fiscal and monetary policy, 

7 to reduce taxation and to raise interest rates a bit, 

8 and have a planned rather than an unplanned deficit. 

9 I take it the idea of the international Situation could 
10 be held up by higher interest rates which would thus 

11 give a little more scope for expanding the domestic 

12/ economy. 

13 MR. SPROUL: That is correct. 

14 DR. MACKINTOSH: Would you care to elaborate 
15 en that? 

16 MR. SPROUL: I think as our balance of 

17 payments situation has developed over the past two or 
18 three years, and in the light of the actions that have 
19 been taken to correct it in the past two or two and a 
20 half years, we have gotten to the point where ,aside 

21 from the continuing effort to get some wider distri- 

22 bution of the capital expenditures of government for 

23 international purposes, our particular Achilles’ heel 
24 now is the outflow of private capital. I think that 
25 we could have a substantial influence on that by bringing 


our interest rates and particularly our short-term rates 
27 more nearly in line with rates of interest in other 


principal financial centres so that there would no 
| longer be such advantage for foreign borrowing in our 
markets, and so that moving short-term funds abroad, 


either covered or uncovered would not longer be so 
attractive. From time to time, in fact, the flow 
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might be in the other direction. I think that would 
protect our economy against the remote, perhaps, but 
always existing possibility of a sudden deterioration 
in our balance of payments which might precipitate a 
cristi¢s. 

However, the position of the domestic economy 
is such - we are still not at what we consider to be 
the optimum level of production and the rate of un- 
employment is still above what is considered desirable 
~ that a monetary policy which resulted in somewhat 
higher interest rates, would be inappropriate, both 
from the economie Standpoint and from the political 
Standpoint, unless there were some countervailing 
Stimulant. In the present situation that could be 
provided by way of fiscal policy; by tax reduction. 

I think that so-called easy money, which 
has been continued in this period of economic recovery 
for a longer time than in any similar post-war period, 
lost its thrust. It is no longer giving an observable 
Stimulus to the economy. We could now give the economy 
that stimulus through tax reduction without fear that 
whatever temporary increase in the budgetary deficit 
which might result would run us into the danger of 
@ recurrence of strong inflationary pressures. The 
countervailing force of idle men and idle capacity 


and the competitive pressure from the outside world 


would be our protection. 
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2 I think such a policy has some elements of 
3] risk in it, but anything you. do has elements 


+ of risk in it, and you have to take some risk in order 

5 to have a policy at all. 

6 THE CHAIRMAN: Are there any more questions? 
7 COMMISSIONER GIBSON: .I have some questions 

8 to ask about the question of liquidity and near banks 

9 if, you wish to go on with that aspect now, Mr. Chairman? 
10 THE CHAIRMAN: Yes, 

11 COMMISSIONER GIBSON: You have a very 

12 interesting section, Mr. Sproul, running from pages 13 
13 to 15 in which you talk about the problem of liquidity 


14 and the question of near banks, and you end up by 


15 Saying: 

16 ",eothe Radcliffe Report would have given 
17 a more balanced guide to those who may 

18 look to it for light and leading, if it 
19 had not tried to make such a basic 

20 theory case for liquidity, but had sug- 
21 gested that 'the authorities should not 
22 only control the supply of money, but 

23 also seek more broadly to affect the 

24 liquidity of the economy'." 


25 You go on to say that the monetary authorities should 
26| seek better information and more understanding of the 
2 factors that influence liquidity rather than trying 

| to acquire a measure of control over financial inter- 


28 
29| mediaries. 


| 
m | I wonder if you would start off this subject 
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by saying a little more about what you think liquidity 
is, and how it ought to be regarded, How do you 
measure it? You talk about liquid assets. Can we 
go beyond that and discuss what effects there are on 
Spending decisions? This is a ppetes big vorder) cbut |i-- 
MR. SPROUL: Yes, it is. Well, let me 
Say -- and here I will ask the indulgence of Dr. 
Mackintosh -- that I think some economists got into 
the Radcliffe Committee and decided they were going 
to develop a new and rather Striking theory of the 
goals and objectives and means of monetary policy. 
That led them to over-emphasizing greatly the 
liquidity of the economy as the thing you ought 
to be watching, and in the words of my former colleague, 
Mr. Roosa, I find this liquidity concept a most 
elusive one. 
I agree with you. We do not know how to 
measure it. We have not the means of determining 
the liquidity of the economy, and the desires of 
various elements in the economy for more or less 
liquidity. I do not know, if we accepted -- although 
they hedge from time to time -- the recommendations 
of the Radcliffe Report , whether we would know what 
we were doing, or how we would do it. I do not think 
we would. Therefore, I say it is important. I think 
we should try to find out more about it, and to improve 
our knowledge of how changes in the money supply and 
availability of credit do work out in terms of the 
liquidity of the economy, but I do not think it can 


be a guide to monetary policy of any practical use in 
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the state of our present knowledge. My thinking 
about it comes down to this; that liquidity 

depends on a functioning money 
market. Assets are only liquid if they can be shifted 
to someone for cash, and when there are buyers who will 
give up cash in order to buy . €arning assets. The 
central bank and the commercial banks are the heart 
of such a money market. Our main reliance, so far 
as monetary policy is concerned, must be on affecting 
liquidity through the supply of money and the availabilit 
of credit in a properly functioning money market. This 
is what gives the economy the ability to shift assets 
around, both as between cash and earning assets and 
between earning assets of various maturities, at various 
~rices and yields. This is what enables the economy to 
get what it 
desires in terms of liquidity. But I find it impossible 
to envisage a specific indicator of liquidity in the 
whole economy which would be a working guide for monetary 
policy... 

COMMISSIONER GIBSON: But, you see, liquidity 
which, I take it, is an attitude, is influenced by 
various groups of assets of varying degrees of liquidity. 

MR. SPROUL: «That is right. 

COMMISSIONER GIBSON: And the things you can 
measure are the assets. That is, if you can decide 
what are liquid assets and can apply ae measurement --- 

MR. SPROUL: And if you can decide what 
intermediaries in the process are adding to or sub- 
tracting from liquidity, which is another difficult 


problem, 
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COMMISSIONER GIBSON: But on this question 
of having liquid assets, however you define them, there 
is produced a feeling of liquidity which, in turn, 
induces a decision to spend, or losing such assets 
produces the opposite result. This is the Sort of 
basic theory behind it, is it not? 

MR. SPROUL: Yes. 

COMMISSIONER GIBSON: How does liquidity 
influence spending decisions? Perhaps you might 
Just. talk on that a bit, because it might be very 
helpful to us. 

MR. SPROUL: I will begin with the spending 
unit which is the household or the individual. If 
it has money in a savings account or it has holdings 
of savings bonds as a backstop then it might be 
more likely to spend larger amounts out of current 
income than if it had no backstop of liquidity in 


terms of these liquid assets. 
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The second category of Spending units, the 
business spending units, if they have liquid resources 
and will not be faced with having to go to the market - 
under perhaps adverse conditions -- at some future time, 
may be more willing to enter into spending commitments, 
commitments of intermediate or long-term length, which 
they feel that they can carry without too great 
reliance on borrowing to bring to completion. It is 
a feeling of having some cushion, as in the case of 
international reserves, of having some cushion between 
yourself and a position in which somebody else can 
tell you what you have got to pay, what you have got 
to do in order to go on with a programme. I think 
that liquidity provides that sort of a backing for 
expenditure habits on the part of individuals and 
business units. 

COMMISSIONER GIBSON: Styles change in 
this area from time to time, do they not? You have 
a long period when long term assets are fairly market- 
able; people get to regard these long term assets with 
favour, isn't this right? 

MR. SPROUL: Yes, and that comes back to 
the ability of the monetary authority working through 
the money market to bring about some change in styles 
and attitudes. If it begins to appear that these long 
term assets are no longer as shiftable as they were -- 
When what you had come to consider a liquid asset, 


doesn't move as readily as it once did -- then your 


attitude can 
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begin to change. It seems to me that policy has to , 
be built,in the beginning,on the most liquid asset, money, 
nd to work up from there to the other assets of varying 
degrees of liquidity. If you make changes in the 
most liquid asset, the money supply vat will begin to 
have some influence on ‘the shiftability of 
other financial assets which are considered to have 
various degrees of liquidity. 

THE CHAIRMAN: We will adjourn now until 


2 o'clock, 


--- Luncheon Adjournment. 
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--- Upon resuming at 2.10 P.M. 


COMMISSIONER MACKINTOSH: We will resume 
our hearing. The Chairman is unable to be present 
this afternoon, and I think when we broke off Mr. 
Gibson had some points which he was pursuing. 

COMMISSIONER GIBSON: Mr, Chairman, we were 
Starting to talk about this question of liquidity, 
and I think we had got around to the question of how 
liquidity has increased and decreased, 

I want to ask you a few questions here which 
will serve to open up these esubjects. The primary 
control of liquidity, as you Said, I take it, sir, 
is the control of the Supply of money, bank demand 
deposits. Now, when you are controlling the supply 
of money, preventing the Supply of money from increasing 
in response to a demand which is greater than the 
existing supply, you get this phenomenon to which you 
refer of an increase in cng rate of turnover 
of money which is one of the reflections 
of an expanding demand, The 
monetary authority will not allow the money Supply to 
gO up with that demand, and this produces ‘higher rates 
of interest and to some extent less availability, 
and this in turn stimulates velocity and brings in 
what we call near bank transactions which 
adds to the money supply or, in any event, its rate of 
usage, 

MR. SPROUL: Yes. 


COMMISSIONER GIBSON: \Now , this reaction off- 
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sets the efforts of the monetary authorities to check 
an expansion, Would you care to Say how serious you 
think this is? 

MR. SPROUL: Well, I think it is serious 
in terms of trying to fit monetary policy, directed 
primarily towards the money Supply, precisely to an 
existing situation in terms of volume and time. 
It is serious because it does involve an increase in 
use of credit, an increase in velocity of credit, 
which to some extent offsets your effect on the 
volume or credit, and creates a lag with respect to 
the effect of your action on the economy. But I 
don't think that means that you are permanently 
inhibited in exercising your controls. I don't think 
the ability of the users of money or credit to 
increase velocity is infinite; I think there are 
limits on the increase in velocity. The factors which 
set up the increase in velocity reach a limit when 
the desire to get out of money in to earning assets 
ceases, so that you are not working against a factor 
which has no limits. By increasing the amount of 
your pressure on the money supply, you can -- even 
despite the secondary effects of increased interest 
rates and increased attractions of liquidity 
instruments -- you can by reason of the lack of 
availability and non-price rationing of credit 
bring a halt to increasing expenditures. You can 
have an effect which will only be delayed and, 
to some extent, reduced by increased velocity of 


money and near bank transactions. 
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COMMISSIONER GIBSON: Well, would you agree, 
Sir, that the high interest rates are pretty important in 
speeding up this use of idle moneys? 

MR. SPROUL: Yes, for a time, as the money 
Supply declines, but if the pressure is increased, the 
banks begin to have to sell some of their assets to 
non-banks in order to meet their own needs TOP AaqUuLaluy, 
and their own desire to finance their commercial 
customers. And as they sell to non-banks it tends to 
put a stop to this rise in velocity and eventually to 
reverse it if the pressure is continued long enough. 
Action taken to reduce the money supply affects the 
price of government securities, and that effect spreads 
tO corporate securities and to other financial assets. 
Yields increase but prices decline and the liquidity of 
the whole system is reduced, so there is a limit to 
the extent to which the movement can ZO. 

For instance, as I read its report, I think 
that the Radcliffe Committee left the impression that 
there was no limit to the increase in velocity of money 
and very little limit to the liquidity preferences of 
the community, and I think there are limits to both 
which can eventually be reached by working on the most 


liquid asset, which is money. 
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COMMISSIONER GIBSON: Is there a danger that 
by the time such a policy starts to take you will 
have had too great a monetary expansion through the 
vehicle of velocity? 

MR. SPROUL: That does introduce an element 
of difficulty with respect to timing... Lf. your action 
has, been delayed too long in terms of the development 
of the business cycle, when you finally take action 
an increase in velocity. » more actively used credit 
supply can cerry on a moneiary expansion, you neve 
lost some ground in terms of controlling the economic 
development you were trying to control. 

COMMISSIONER GIBSON: Suppose you found, sir, 
that if after we got better information -- as you 
recommend -- a better understanding about this process 
and certainly I need a lot better understanding of it, 
Suppose we had come to the conclusion that this is a 
Serious problem and that there is a lot of elasticity to 
velocity, and to this secondary credit creation, what 
Sort of controls, what sort of devices to control thig 
would you think of? Or, if this is not.a fair question, 
please say-so, 

MR. SPROUL: .Well, I. don't know.of any device 
or controls that I would be 
willing to advocate or try to apply, because the 
concept of liquidity is so elusive, teacaadmnn where 
increased velocity can take place are so many and 
the difficulties of applying any control would be 
SO great. For the present I. would.find it 


congenial to continue working with the imprecision 


shnis 


_ 
> 


| cp. Gs 
| dend yepash so enedd el :MOBEID ABMOI BEIMNOD, a 


.. 


Ifiw goy aed oF aduste yotlog 8 dowe, amid, edd x 


edd davoidd moteasgqxe yusierom 6 tse1g, 003, bed aver 


ik | tydtoolsv, to — ov 


a 
inemsle ae sesbowni ceob dedl sdUOMTS FM oeunne FO 


1 


a dottos savoy 1L .antimid of Joegest dtw yiivoliitb to 

r 
: toomgoloveb oAd Yo amusd ai gnol oot beysish need asd Vv 
\ att {| 


it dotios daed.ylientl voy aedw .efoyo sesatand odt To 


trheto heay vievistos sen « .7tioolev afl seseiont . os |e 
evs MOY .Meransqxe yisverom & Mo YLIs9 as9 YLaque 
sisionoos sdt eqiliondnos to emisd at Davorg smosé Jeol 
.feitaos o3 gatyut siaw woy dnemgoleveb 

tie ,bavoel sey seogqua :WOesin AZMOTaeLMMOy ca 


uOX 96 -- mottemroink sedted Jog sw tetts 4f teds 


,esssoug didd dueds saibaetearsbay setded 6 -- basmmo29%. 


ti to satbastersbau seided gol s besn I xinistias bras 
6 ai etdt tedt mokaulonoa edd of gmoo bed sw sa0qqua 
| athdd o¢ yiisidesis lo sol s al onent sedd bas mofldo1g avolise 


| dondw .moitseso dibero yisbnoose aids ot bas.,ystoolev 


ee a ae ae 


= 


: | etdst foeutaes o¢ esctveb Ilo tuoe Jedw,,.elorimos Io t108 


tottesup sisi s dom ef eid 12.10 . Sto Antdd soy blyow 


nS .o8 Yee saeslg 
ay eoivyeh yes to wont g'nob I ,dieW <wiVOHTeS .. xi 7 
: gd bfivow I Jerclt eloitaao t06 

7 : i i pe 


ofd eavsood ,ylqgs ot yt to steoovbs o¢ gniliiw 


‘eisdw ecours sdt .svieuls oa at ytibiIupi{£ Io Jgqsonos 
bas yism o8 996 soelg exsd ass yttoolsev henna rers 


ed olsow fortaoo yee Sava iiaie to eotiinoltif£b 9. 

i vw 2 ID 2) 

sr rise 
vo - 


: » : ; _ 
Sh 5 eee ee 


$i SaLi biuew I tases g sAdt 109 


Nethercut & Young = 5696 = 


Terente, Ontario 
of the tools of monetary policy we now have, 
trying to improve our knowledge of the liquidity 
factor before any new controls are advocated or 
requested, 

COMMISSIONER GIBSON: I Suppose you re- 
gard debt management as one of the implements here 
that could be used to increase or decrease liquidity 
in the system? 

so used, 

MR. SPROUL: Yes, to some extent it could be/ 


depending on the kind of financing which the 


government was able to Successfully develop; 


but I don't think that would be a more 
flexible and timely weapon than existing monetary 
policy. 

COMMISSIONER GIBSON: And you wouldn't think 
in terms of major refunding operations designed to 
lengthen materially the national debt? 

MR. SPROUL: I think refunding operations 


to lengthen the maturity of the national debt are. 


doing pretty well if they prevent.a, shortening-of maturit 
ith the 
/ passage of times You-have-to-run-to "stay where you are ak. 


7 
COMMISSIONER GIBSON: Thet is all I have. 
COMMISSIONER MACKINTOSH: Are there any other 

questions in this field? 

COMMISSIONER BROWN: I would like to ask 


one question, and that is that as newer and more 


institutions develop in the system, which have this 
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tendency to act as a velocity increaser, does this 
mean that the monetary authorities when they come 
to do anything have, in fact, to take more drastic -: 


action than they would otherwise? 


MR. SPROUL: I don't think that the financial 
intermediaries, as I suggested in my memo, the ones 
that are most often talked about, add a great deal to 
velocity. 

The ones that add most to velocity are the 
ones which are so much dependent themselves on the 
banking system for financing, that they are reached 
rather quickly by present monetary measures; the 
finance companies, for instance, and those that extend 
trade credit, and all those that create instruments whic 
can be quickly and conveniently, and without risk of 
loss, converted from cash to earning asset, or from 
earning asset to cash. They themselves respond pretty 
quickly to pressure on the banking system on which 
they depend to a considerable extent. On the other 
hand the insurance companies, the pension funds, the 
trust funds, don't create much velocity; they deal 
in savings at different rates, at different times, but 
I don't think that either in the cyclical sense nor 
in the long term sense they contribute greatly to, 
velocity as an influence opposed to the influence of 
monetary policy. 

Of course, as interest rates are going up 
and attracting idle funds into liquidity instruments, 


prices are going down and the value 
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of all financial assets is going down, introducing 
an element into the complex which has retarding effects o 
velocity. ‘he holders of financial assets are seeing 

the price of their holdings go down as the interest , 
rate goes up and that has, I think, some countervailing 


influence as far as an increase in velocity is concerned]. 


COMMISSIONER LEMAN: I am Just wondering 
if I understand completely what you are telling us 
in this field. Suppose in your economy you have 
institutions which finance partly or wholly through 
the acceptance of demand deposits from the public. 

Do you still consider that just that fact does not 
make a case for monetary control over them? 

MR, SPROUL: They can accept demand deposits 
from the public, but can they also make loans to 
the public which they set up on their books as demand 
deposits? 

COMMISS IONER LEMAN: Well, perhaps not, not 
in that sense, but they accept demand deposits and make 

loans, we will say. 

MR. SPROUL: Well, we only have a variation 
of that; the savings banks are not Supposed to accept 
demand deposits, although their deposits are pretty 
much withdrawable on demand. The savings and ee 
associations don't accept deposits at all; they sell 
Shares, although the shares can be redeemed pretty 


much on demand, In any case they are largely taking 
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in and paying out Savings, they are not increasing the 
total supply of money in the Way that a commercial bank 
does through setting up a deposit on its books as the 
other side of a loan transaction. 

I see a difference there, in terms of 
contribution to velocity and, by the same token, in 
the ability of the monetary authorities to reach their 
intermediaries directly and immediately by monetary 
action. 

As I state here: 

"=-=-the total supply of liguidity assets 

in the market and the fluctuations in 

that supply may be said to depend 

upon (1) increases or decreases in 

the money supply, (2) the flow of savings 

out of current income" 

Which would be in your proposition the flow of Savings 
Out of current income into these deposit accepting 
institutions, which are not the commercial banks: 

Ne and (3) the net movement of funds out 

of or into idle balances - the velocity. 

of money factor." 

And by operating on the money supply, the authorities 
can attempt to compensate for undesired changes in 

the other two sources of liquidity andofor liquidity 
fluctuations ;admitting that there is a lack of precision 
in time and volume which we haven't been able to avoid, 
and which I don't think we are in a position to try to 
avoid by increasing our controls over financial 


intermediaries. That is an area where there has been 
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a great deal of adaptation and improvisation, and my 
guess is that if we tried to put in controls on the basils 
of our present knowledge, the intermediaries would find 
new methods and new ways of operating which would make 
our controls obsolete. It has been Suggested that we 
could get ‘through to them by regulatory controls, 
requiring them to hold reserves which could be eae 
or decreased in the light of the business situation, 

to supplement present controls over commercial banks. 
Something of that sort might be desirable in terms of 
competitive equity, but I am discussing here the 
effectiveness of monetary policy and the ability to 
reach through this area of intermediaries to changes 

in money velocity. I don't think we have the basis 

for effective controls and workable controls which 
would justify our seeking the power. 

COMMISSIONER LEMAN: Well, in terms of lags, 
the existence of this kind of shifts and transfers and 
the use of available credit in the economy, and in 
terms of the lags, when you talk of the speed or 
effectiveness of the action, would you think that 
this would be an influence there? 

MR. SPROUL: Well, as I was saying, I think 
the institutions which now contribute most to changes 
in the velocity of money are already so tied in with 
the commercial banking system that we get to them 
fairly quickly. As for the other institutions which 
I think contribute a lesser amount, it wouldn't. be 
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if we tried to get direct controls over them, 
COMMISSIONER GIBSON: Suppose you didn't 

have direct controls or variable controls, would a 

device that set sort of minimum liquidity standards 


be helpful just so you would know they couldn't run 


down your liquidity beyond a certain point? 
MR. SPROUL: My present inelinationis to. view 
that as a matter of business Judgment in those areas 
and in those institutions, They are in a different 
category from the commercial banks ,where a franchise 
tO create the principal payment medium of the country 
is being exercised and where you have -> important 
grounds for demanding an adherenceto liquidity Sakeete 
which,at times, might not be Suggested by the particular 
involved. The same consideration 
private interest / does not apply to these inter- 
mediary institutions; they haven't been given the ' 
franchise of creating the principal ciseulsting medium 
some sort of 
of the country, but they can be kept under/reasonable 
restraint through monetary policy so far as their 
liquidity is concerned, 
COMMISSIONER MACKINTOSH: We had a different 
approach suggested by a witness from Britain. As 
I understood him, he said that in a period of fairly 
Severe credit restrictions oni the clearing banks that 
various financial intermediaries were able to attract 
deposits away from the banking system and to carry on 
financial transactions which the @learing Danks idan 
the circumstances found impossible to carry on, and 
I understood him to represent on the grounds of equit 


if upon no other grounds -- he thought controls would have 
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to be extended, 


MR. SPROUL: As’ I see it, it would have 
to be on grounds of competitive equity if the control 
were extended, and not on grounds of necessity in 


order to make monetary policy effective. And on the 
question of competitive equity I think,in our Situation, 
this is perhaps more a matter of taxation rather than 
Ofreserve requirements or liquidity requirements being 
fixed by law or regulation, 

COMMISSIONER MACKINTOSH: ‘There may be some 
difference in that but my recollection’ is°that many of 
your banks carry on a considerable trust company business 
whereas our trust companies are separate; they tend 
to develop a banking business, so that yours are inside 
the system and much of that business with us is outside, 

MRT SPROUVES" That may be; Many of our 
banks do carry on a trust business. 

Is there a combination of Savings bank and commercial bank 
business in your banking system such as we have? 

COMMISSIONER MACKINTOSH: Yes, 

MR. SPROUL: Because outside the principal 
eastern financial centres most of our banks are very 
Substantially savings banks as well as strietly~ com- 
mercial banks. 

COMMISSIONER MACKINTOSH: Well, ours are 
I would think even to a greater degree than yours. 

COMMISSIONER LEMAN: Following on from where 
Mr. Gibson stopped, we begin to approach the question 
of lags in the way monetary policy operates from page 


16 on, but one sentence near the bottom of page 16 remin 
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me to go back to another one on page 4, where you are 
mainly dealing with objectives, and where you have 
Said: 
",.. there can be no check-plots in a 
dynamic, growing economy by means of 
which you can isolate ana compare the 
effects: of monetary policy and no 
monetary policy." 
And then on page 16 you say: 
: Nor is it given to us to be able to 
foresee accurately and completely how a 
change in monetary policy will make its 
way through the economy," 
Now, "accurately and completely" would imply that you 
can foresee quite well, if not accurately. Are you 
being a little generous to the cause of how monetary 
policy acts through the economy, in view of what you 
Said earlier that you can't measure what would have 
happened if you had not ever taken the action? 
MR, SPROUL: I may be a little generous 
to the monetary authorities there; I may have in mind 
combatting critics such as one of our professors, Mr. 
Freidman, who thinks our policies have always been 
wrong and that whenever we acted we di@ the wrong 
thing and got perverse results, and implies that if 
we had been relating the supply of money constantly 
to some rate of growth in the economy or to the 
Gross National Product we could have done better. So 
I may be a little generous to the monetary authorities 


there, but I was trying to protect my former colleagues 
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against the demand that their actions result in perfect 
timing and perfect results, 
I don't think that is possible 

by monetary action alore nor by monetary action in 
harness with fiscal action and debt management. 

I-don't think. it is possible, first, to 
combine all the elements of this problem into a perfect 
Synthesis and then to foresee exactly how your 


actions will move out through the whole economy. 


But I don't think. that economies Which are more planned 
than ours 
/ have been able’ to solve that problem either; inofaet, 
as they have proliferated their plans and their controls, 
they have found that they always needed one more 

work and that, 

control to make their Plans/finally, that they needed 
to harass and to direct considerable bodies of their 


citizens to do things they didn't want to do in order 


to try to make the results agree with the projections. 


COMMISSIONER LEMAN: You extend in that 

section the forces necessary ‘to monetary control ! 
and you say that forecasts must be made and estimates 

of economic reactions must be attempted, and then 
you go on -- I will not quote you -- but you go on 
and say that if you do something at the right. moment 
you save yourself a lot of trouble later on in having 
to be too harsh in the measures you have to take. 
Then you tell us that, of course, you can't be too 
Scrupulous about fairness in this process because it 
is recognized that the effects of what you do do not 


necessarily lie fairly on the various sectors of the 
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economy. Can the monetary authority also foresee 
large sectors which will be more or less hampered 
or hurt by whatever action is taken? 
MR. SPROUL: Well, it has been claimed -- 
I don't think it has been seen wholly clearly -- but 
it has been claimed and with Some evidence to support 
it that in periods of monetary restraint small business 
is more restricted than large corporations and that 
municipalities are more restricted in their borrowing 
than some other applicants at the lending window, 
I think there is some truth in that, although not as 
much as those whopress the argument are apt. to claim, 
But when you have reached a point in your restrictive 
policy where these, perhaps, inequitable results 
begin to appear, it may be one of those necessary 
reallocations of resources which is desirable in terms 
of getting the whole economy back on the right track, 
Some 
marginal claims for credit will be shut out if you 
adopt a restrictive policy, and I don't think you 
restriction 
can expect the /to apply equally to every possible 
borrower under every possible form of a loan transaction. 
You have to adopt the general attitude that the over 
all-benefit. outweighs the temporary inequity 
with respect to special groups. 
COMMISSIONER LEMAN: I aphed celia question, 
Sir, pecause we have heard some people come before 
US and argue that certain types of credit were more 


inflationary in character than other types of credit; 


credit used for certain purposes in itself is more 
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inflationary than others, It could be disputed, 

I suppose, put are you telling us now it is not in 

the nature of a fact that the action to correct certain 
tendencies would naturally fall on those who were 
creating those undesirable tendencies, but it doesn't 
work that way. 

MR. SPROUL: Well, I wouldn't want to claim 
that -all,of the -- in.a period of restrictive action -- 
that all of the restriction fell on exactly the areas 
where the most undesirable uses of credit are taking 
place, but I think in general they will fall at the 
margin and the fringes of credit use, where in terms 
of the best allocation of resources of the economy 
you will get the results you are seeking. 

I, have the feeling that -- to paraphrase 
Mr. Lincoln -- if-you try to protect all of the people 
all of the time from the results of action to correct 
economic excesses, you will never have a policy; you 
are going to be undoing with one hand what you are 
doing with the other, subsidizing one group of the 
population while you are trying to restrain another, 
in an effort to find a perfect balance in a situation 
which doesn't. permit it. 

COMMISSIONER LEMAN: And that takes us back 
to what you told us earlier about selective controls? 

MR. SPROUL: Yes. . There is one area where 
you can say there is a departure from the general rule. 

Selective control of consumer credit 
would allow you to get directly at one use of credit 


Which has shown elements of instability so far as 
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the business cycle is concerned, 
COMMISSIONER MACKINTOSH: Are there any 
other questions in this area? 


I have some questions which I would like 


to ask you on another Subject. You explain on page s ge 
I think it is, your views about the function and the 
service of a part-time board of directors. You have 

a federal system and we have a Single ceritral bank, 
which makes some difference. I have noted what you 

had to say about their importance in the matter of 
operating performance; what you might call corporation 
housekeeping. You say they have no advance knowledge 
of monetary decisions under the System. Now, we 

have had some rather extreme examples put before us 

by people familiar with central banks in other countries, 
in one case the inference I drew was that the governor 
gave his board just enough information to make reasonabl1y 
probable that they would support him! 

The other example was virtually a wide 
open debate on what view ought to be taken and what 
Ought to be done about monetary policy, and the outcome 
of the debate was by no means certain. 

Now, assuming that there is a single central 
bank, where would your view lie in that Spectrum; how 
important or how helpful can your part-time board of 
directors be in matters of monetary policy? 

MR. SPROUL: With a single central bank 
my opinion would be that you:.could lay before the directors 
an estimate of the economic situation as you and your 


economic staff see it, and ask for their views 
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and opinions as to the correctness of the estimate of 
the economic situation and their views and opinions 

aS to what, if anything, should be done about it in 

existing 
terms of the continuanceor change of /monetary policy. 
You need attempt to seek a consensus or to get anything 
equivalent to a vote from such a board as to 

what should or should not be done ; the decision 
Should then be made by the senior officer of the 
central bank in consultation with the financial officer 
of the government. 

COMMISSIONER MACKINTOSH: In other words, 
they can contribute substantially towards the under- 
Standing of the problem, but ought not really to 
participate in the decision? 

MR. SPROUL: Not in making the final decision, 
We have protection there in the existence of our 
Federal Open Market Committee and the Board of Governors. 


Tais gets away from your question.as 


to a single central bank, but our part-time members of the 
boards 
/ of directors at the reserve banks can discuss these 
problems of the state of the economy,and of the 
direction in which it is going,and of the possible 
need or desirability of action in the monetary field, 
but the decision process is not there, When you 
go to the Federal Open Market Committee with respect 
to open market operations, or go to the Board of 
Governors with respect to the discount rate or reserve 
requirements, these private directors can have no 


foreknowledge or no certain foreknowledge 


of what the decision is going to be, and their partial 
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knowledge would be just as likely to be a handicap to 
them as a help to them in making improper use of 
what they have learned at the Federal Reserve Bank. 
COMMISSTONER MACKINTOSH: And the governor 
or president of a Federal Reserve Bank who is on the 


t 


Open Market Committee never is instructed. 


MR, SPROUL: He isnot an instructed delegate; 
he is a member of a Statutory body with Statutory 
responsibilities of his own as an individual ,and 
is not bound by anything directors may have said or 
anything he may have said to them; he may go with 
one set of ideas in mind and after the discussion and 
argument and debate in the Open Market Committee he 
may come to a different conclusion, quite possibly, from 
the one he had in mind when he left his own bank. 

COMMISSIONER MACKINTOSH: Well, it is 
Something we couldn't imitate, I understand that 
there are three members of each board of directors 
who are appointed by the system? 

MR. SPROUL: Appointed by the Board of 
Governors at Washington, yes. 

COMMISSIONER MACKINTOSH: In the experience 
of the system has this had Special importance? 

MR. SPROUL: No, they«tendto become individual 
members of the whole board of directors, not representin 

a particular point of view. The Seaascee Governors does 
always put the same sort of people on the Board of Directbrs 
by the member banks; 
as those that are elected /we are more apt to get, say, 
a university professor among the appointees from the 


Board of Governors or 
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Some one who is not directly in banking or business, 
but in general they become working members of the 
whole board of directors and are not distinguishable 
from the other members of the board. 

COMMISSIONER MACKINTOSH: You force me to 
drop my next question, which was whether the arrangement 
led to the appointment of directors of higher calibre 
in this category! You have out-guessed me, 

MR. SPROUL: I think I did. 

COMMISSIONER MACKINTOSH: Are there any 
other questions on that document? 

Then, I think you had some questions Mr. 
Brown? 

COMMISSIONER BROWN: Yes. I have one or 
two questions, Mr. Sproul. We mentioned just briefly 
this morning the concept of clear signals, and it 
wasn't entirely in the context, but I asked you at 
that time about it. 

I’ gather @at there are some reservations 
on this in the sense that you outline on page 20, 
when you weve talking about the activities of central 
bank directors, and peufaa9 

"First, it was recognized that in our 

political framework the exercise of the 

monetary authority, delegated by the 

Congress to the Federal Reserve system, 

could not be exercised in camera, if 

the System was to retain its powers and 

its being. Second, it was rightly 


decided that a central bank's authority 
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"grows out of building up the widest 

possible interest in and responsiveness 

to central bank actions." 
Will you outline for us your concept. of this reservation 
of clear signals? 

MR. SPROUL: What I had in mind there was 
that from the beginning -- and it has grown and developed 
over the life of the system -- we have collected, 


developed and published facts and figures concerning 


10 our operations from day to day and week to week which 
li] are available to any one, and with a modest knowledge 
12) of banking and finance anyone can make some reasonable 
13 interpretations of what we are doing and what we are 
14) trying to do. Bit I would Separate that from announce- 
15] ments or statements or the adoption "rules of the 

16] gamé', or public statements that now we are going 


to apply a policy of restraint to accomplish a certain 


Purpose and a certain thing within a certain time, My purpose 


s to avoid an attempt to mechanize the actions of the Central 
Bank in what 

/ I think would be an impossible attempt to tell the public 
more than we know ourselves at the time, 

When we are faced with this difficulty of lags 
and how our actions will permeate the whole economy, I wovld 
ordinarily rather have the public interpret our 
actions from the figures we publish from week to week 
rather than try to tell the public en are 
doing by the adoption of rigid rules or specific 
Statements of policy programmes and objectives, which 


we ourselves couldn't adequately document. 


COMMISSIONER MACKINTOSH: You are prepared to 
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Say what you are doing, but you leave it to the public 
to figure out what you think you are going to accomplish 
by what you are doing? 

MR. SPROUL: We are prepared - 
here is a modification -- we are prepared to let the 
public see what we are doing by telling them every- 
thing that we are doing in our published statements, 
our frequently published statements; we let them see what 
we are doing and let them make their own interpretations 
of what we are trying to do. 

There are times when a speech or a pro- 
Waunceere:tt by some one in the System, which doesn't 
carry what I would call the Stigma of a fixed rule 
or a definite commitment as to the extent and 
timing of . cur policy, can give a lead. in the inter- 
pretation of the facts and figures which we make 
public, but generally we let our actions Speak rather 
than rules and pronouncements, 

COMMISSIONER LEMAN: ~ You wouldn't Say that 
this week we are Just probing and withdrawing? 

MR. SPROUL: No, next week we withdraw and 
then probe, 

COMMISSIONER BROWN: The second question I 
have here is on this question of moral suasion. You 
mention it on page 21, but I am not quite clear whether 
you are against it because it has failed in practice, 

Or whether you are against it as a point of principle. 

MR. SPROUL: Both. I think in our case it 

against it on a 
has failed in practice and I am / point of principle; 


when it has been tried I have observed that the members 
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most responsible are also most 
of the community who are /responsive to exhortation 


by authority to do this and dq, that, and the people who 
are not responsive find ways of avoiding 
and acting upon exhortation of the authorities. 
you get your results in the wrong places even 
more than when you are operating through ordinary 
. central banking channels. 

COMMISSIONER 3ROWN: On the other hand, 
earlier this morning when we were discussing consumer 
credit and the mortgage credit, you suggested that 
if the powers were there that you could probably induce 
co-operation; do you put this to a little further 
Stage than this moral suasion? 

MR. SPROUL: A stick behind your back is 
more than moral suasion, I think, If you are just 
talking to them and just trying to get them to do 
something that you haven't any power to force them 
to do, then I think you are apt to have either no 
results or results in the wrong place, 

COMMISSIONER BROWN: Would you class that 
aS moral suasion? 

MR. SPROUL: It tends to deteriorate into 
immoral suasion! 

COMMISSIONER BROWN: That is all I have. 

COMMISSIONER MACKINTOSH: Any others on that? 

I think you had some further questions, Mr. 
Gibson? 

COMMISSIONER GIBSON: No, I don't think So, 
Mr. Chairman, Mr. Sproul has really answered the 


further questions I had, 
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COMMISSIONER MACKINTOSH: Well, I also had 
Some questions on the techniques, but I think they 
have been pretty well answered in our discussions. 

Are there any further matters that the 
members of the Commission wish to take up? 

If not, I on behalf of the Commission and 
the Chairman, Mr. Sproul, thank you very much indeed 
for the great help you have given us and the neighbourly 
generosity in which you have given its Your memorandum 
has been very helpful to us and the expansion of it 
which you gave in this discussion has been equally 
helpful, and we are very grateful for the time and 
effort that you have contributed, 

MR. SPROUL: Thank you. I have been 
delighted to come here and meet with you, and I have 
found it a stimulating experience, 

COMMISSIONER MACKINTOSH: Thank you. The 
Session is adjourned now and we will meet tomorrow 


morning at 8.45 to hear the Canadian Retail Federation. 


--- Adjournment. 
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You have asked me to assist you in your 
examination of the structure and methods of operation 
of the Canadian financial System, and you have wisely 
excused me from trying to comment upon features of the 
System which are unique to Canada. You also emphasized, 
in your invitation, that in Seeking my testimony you 
were looking to my practical experience as a central 
banker. That excuses me from the demands which you 
might make of a professional economist and limits the 
area in which I shall try to distil something from 
experience. 

The first general subject in which you said 
you would be particularly interested is the objective 
of central bank policy. This, sof course, is ground 
with which you are now familiar and my brief definition 
contains no surprises. The objective of monetary policy, 
running in harness with other governmental economic 
policies and controls, is to promote sustainable economic 
growth, high levels of production and employment, inter- 
national balance and price Stability. 

Monetary policy attempts to achieve its 
objective by regulating total Supply of money, and 
influencing the cost and availability of credit, allowing 
the market to determine in ways which are largely imper- 
Sonal, the allocation of credit to various borrowers 
for various uses. In the broadest verms, a general 
monetary policy, along with fiscal policy, attempts to 
regulate effective demand for the output of the economy -- 


the dem&nd-pull of the economic diagrams, although its 
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influence also trickles through to the cost-push area. 
Such a definition and such a statement of 
general method, of course, raise questions rather than 
answering them. The compatibility of maximum emp loy- 
ment and production with Stability of aggregate prices? 
The inability of monetary policy effectively to reach 
through a complex of economic forces so as to help to 
regulate the cost-push influences of the economic 
diagrams? The need for a means of co-ordination of 
monetary policy and other governmental economic 
policies, particularly in the areas of taxation and debt 
management, if each is to make its appropriate 
contribution to the shared objective? The relative 
weights to be given to the needs of the domestic 
economy and he disciplines of the international 
balance of payments? The place in the whole scheme 
of things of "near money" and "near banks," or the 
question of the money supply versus the liquidity of 
the economy? The lags in and the magnitudes of the 
responses tc nonetary controls, which rob them of that 
precision which perfectionists deem essential or seem 
to demand? These are the materials for a book, but 
that is what you will be writing when these hearings 
are completed. I can merely make some comments along 
the way. 
First, let me affirm my continuing belief 
in the efficiency of monetary policy for its purpose. 
One of your Canadian exports to the United States, in 
a Widely read treatise, has given a chapter to the 


"Monetary Illusion", in which he expounds the charm 
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1 which this mysterious thing called monetary policy has 
2 for those who are privy to its practices, and whose 
3 affection for it is translated into claims for its 


4 effectiveness which invade the Supernatural. No other 


5 economic policy, he says, has ever shown such capacity 
6 to survive failure, to be hailed as a success. I reject 
7 this indictment. It springs from over-concentration on 


8 the argument that inflation may arise from other causes 
9 tran "too much money chasing too few goods,” and that 
10 monetary policy alone or combined with fiscal policy 

11 cannot get at these causes, except in ways which are 

12 too dangerous or politically impossible to use. 

13 This is witty and misleading. The claims of 
14 monetary policy adherents are not so exorbitant. The 


15 function of monetary policy is to regulate the total 


16 Supply of money and to influence its use, so as to help 

17 to keep the marginal demands of the economy -- govern- 

18 ment and private -- from spending themselves in Speculation 
19 and increased prices in times cf prosperity and from 


20 being stifled in times of recession. 

21 A restrictive monetary policy affects demand 
22 chiefly through (1) raising the cost or price of 

23 credit, (2) lessening the availability of credit - the 
24 non-price rationing of credit practised by lenders in 


25 times of restraint, and (3) altering the expectations 


26 of investors and consumers, lenders and borrowers, as 
27 to the future course of the economy and, therefore, 
28 of incomes, prices and profits. 

29 A policy of monetary ease has the reverse 


a! effect, helping to encourage expenditures by bringing 
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1 about a lowering of the cost of credit and increasing 


2 its availability through the relaxation of non-price 


3 rationing, and by relieving concern about the future 

4 course of the economy, at least on the score of a lack 
5 of credit. Here, however, a qualification is necessary. 
6 A policy of monetary ease can only be effective if 


7 the profitability of investment has not generally and 


8 seriously deteriorated and if inventories are not 

9 excessive in relation to prospective sales. If a down- 
10 town reaches the cumulative Stage, fiscal policy, 

11 government tax and spending measures, are the proper 


we medicine. 


13 To be sure, there is considerable disagree- 
14 ment as to the sensitivity of expenditure, and more 
15 particularly investment expenditures - whether for 
16 inventories, plant and equipment, government under- 
17 takings - to changes in the money Supply and in the 


18 cost and availability of credit, and concerning the 

19 effect of changes in credit policy upon market antici- 
20 pations. There is no way to settle the argument 
conclusively, because there can be no check-plots ina 
dynamic, growing economy by means of which you can 
isolate and compare the effects of monetary policy and 
no monetary policy. Until facts are more readily 
obtainable, and their interpretation more refined, and 
computers supplant man, we have to rely to a considerabl 
extent on what our senses tell us. But common sense 
and informed judgment, particularly in dealing with 
matters so tinged with the vagaries of human beings as 


the workings of our economy, are an important part of 


. , 
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understanding and a necessary base of action. Monetary 
policy, particularly as expressed in open market oper- 
ations, fits nicely into this still Somewhat obscure 
area. It can probe and withdraw, apply pressure and 
relax pressure in varying degrees, test the Substance 


of an economic movement or a structure of interest rates 


without final commitment. It is Suited to its environ- 
ment. 

With this general affirmation of belief out 
of the way, I shall touch briefly on the questions I 
mentioned with respect to the objectives and methods 
of monetary policy and express some personal opinions 
about them, 

The debate about the compatibility of maximum 
employment and production with price stability may not 


be quite so lively now as it was a short sime ago, 


when post-war inflationary pressures were still strong 
but, mainly, it has changed its focal point. Whereas 
before the spotlight was on rising prices, now it is 

on persistent levels of unemployment which are deemed 
to be larger than is economically or socially desirable. 
The underlying question remains. In an economy such as 
ours, will business accept the risks and make the 
investments which are necessary to the development of 
the highest possible levels of production and employment, 
except in a climate of inflation, in some degree, 

which underwrites to some extent the possibility of 
profits in money terms. And will labour settle down 
to a fairer division of the rewards of increased pro- 


ductivity, as between stockholders, workers, and 
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consumers, than it has been Willing to accept in the 
years when increased costs could be translated into 
increased prices without killing the goose, 

We do not have the whole answer. I suggest 
two partial answers. First, as is often the case, we 
may now be too much influenced in our thinking by the 
events of the recent past to have a balanced view of 
the possibilities of the approaching future. In the 
circumstances of excessive liquidity in the economy and 
of a pent-up demand for a wide variety of goods and 
Services, which followed upon the war years, and with 
an aggressive labour movement Striving to wipe out the 
restraints of war-time controls, we may have given too 
much credence to the idea that our economy generates 
inflationary pressures which cannot be controlled 
except by such drastic measures of monetary policy as 
would seriously hamper economic growth. It may well 
be that, with less liquidity in the economy and a less 
insistent demand for everything, and with a labour 
movement which is gradually, if Slowly, coming to some 
Sense of responsibility for its economic environment, 
high level production and employment and stability 
of aggregate prices can find common ground, 

Second, admitting that there are certain 
rigidities in the economies, a certain inflexibility 
downward of prices and wages and a certain lack of 
Seographical mobility in the labour force and in its 
adaptation to the need for new and different Skills, 
which predispose us to some ratcheting upward of prices, 


we can seek other means of alleviating these non- 
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monetary pressures without abandoning the efforts of 
monetary policy to promote Stability of aggregate prices), 
In a money economy, in which so much in the way of 
domestic and international trade depends on the 
Stability of currency units, and so much in the way 
of long-term investment becomes gambling instead of 
risk-taking and so much of long-term saving becomes a 
farce without such stability, I do not see how we can 
be asked to accept and condone the Speculative 
attractions of continuous inflation whether creeping, 
loping, or galloping. 

That does leave hanging, of course, the ques- 
tion of the inability of general monetary policy 
effectively to reach through a complex of economic 
forces so as to help regulate the cost-push influences 
in the economy, or to apply selective restraint or 
Stimulation to sectors of the economy which are in 
boom or in recession, I think monetary policy can 
make some contribution toward smoothing out economic 
fluctuations arising from non-monetary influences, 
but central bankers should be the first to admit, and 
to repeat in and out of season, that monetary policy 
can't do everything, and that selective monetary 
controls have severe limitations of acceptance as well 
as of administration. We, in the United States, and 
our mutual friends in the United Kingdom and in other 
advanced industrial countries, are groping for solution 
of the disturbing effects of cost-price influences 
upon our economics. How to mesh increases in costs 


and prices, with profits and productivity, while asserting 
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a national or public interest in the behaviour of price 
has become a critical economic problem of our time. 
The fundamental solution is being sought and, I think, 
must be sought in the collective bargaining area 
which now sets the scene for so much that happens to 
costs and prices. General monetary policy, by itself, 
cannot effectively reach through to this area without 
bringing about such variations in prices ana production 
and employment as are no longer socially or politically 
tolerable nor economically desirable, 

We have made some attempts to meet a variant 
of this sort of problem, involving the limits of 
effectiveness of general monetary controls, by experi- 
ments with selective credit controls applied to stock 
market credit, consumer credit and mortgage credit, 

We have had a mixed success or a mixed failure, which-: 
ever way you want to look at it. The only one of these 
Selective controls still being exercised is the fixing 
of margin requirements on loars secured by securities, 
traded on national securities exchanges. This regulaticn 
Seems to satisfy some public sense of what is right and 
proper, and has enough loopholes in it to make it 
palatable without completely depriving it of effective- 
ness, It has kept a certain amount of credit out of 
the stock market and, to that extent, modified the 
repercussions of fluctuations in that market. I would 
Say it is of peripheral importance. 

Our experience with consumer credit control a d 
mortgage credit control was more difficult -- the 
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1 would say they hold promise of making a contribution 
2 to economic stability. The mortgage credit market and 
3 the consumer credit market are broad and important 


4 Segments of the total credit economy. Their homogeneity 


5 is such that it is possible to devise impersonal methods 

6 of regulation which are reasonably enforceable. It 

7 may be that this is a case of wanting just one more power, 
8 one more lever, to make the controls work, but I would 


9 Say that the general powers of the monetary authorities 
10 could be supplemented by Standby powers of selective 

11 control in these areas. Their potential for con- 

12 tributing to economic instability is substantial. 

13 There are times when their excessive demands for credit 
14 can create serious distortions in the financial sector 
of the economy. 

In my opening paragraphs, and Subsequently, I 
have made reference to monetary policy running in 
harness with other governmental economic policies, 
particularly in the area of taxation and management of 
the public debt, if the best results are to be obtained 
in regulating the financial sector. This is the questio 
of the need for and the means of co-ordinating monetary 
policy with other government policies and, collaterally, 
it embraces the question of the appropriate relation 
between the central bank and the government -- the so- 
called "independence" of the central bank. 

The need for co-ordination of fiscal policy, 
debt management and monetary policy seems to me to be 
So clear as to require little elaboration. On the nega- 


tive side, and looked at from the point of view of the 
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central bank (disregarding international complications 
for the moment) if in a period of high and rising 
economic activity, government fiscal policy is 
expansionary -- reduced taxes or increased government 
Spending or subsidies even where the economy is strong 
and if debt management Seeks to Pinance government needs 
at low and credit Supported rates with the most liquid 
kind of government obligations, the monetary restraint 
which would be indicated becomes less than effective 
and, eventually, impossible. To meet all of the credit 
demands which would be present in such a situation 
would lead to effective demand outrunning available 
Supply, with an inflationary price rise as the result. 
And the encouragement which this would give to monetary 
Speculation and to expansion of plant and equipment 
would exaggerate the inevitable cyclical swings in 
business in our kind of economy. 

On the positive side, both under conditions 
which would require a restrictive policy and under 
conditions which would require an expansive policy, the 
fiscal authorities and the monetary authorities can be 
most effective only as they work together. If the 
Situation is such that the total Supply of credit and 
the rate of expenditure for output should be restrained, 
a restrictive monetary policy needs the support of a 
government fiscal policy which yields a surplus in the 
budget, so as to make the government a net saver rather 
than a net borrower and so as to reduce private spending 
And, in resisting a downswing in the economy, the force 


of monetary action tends to become weaker as the down- 
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Swing persists and, perhaps, begins to feed on itself, 
The monetary authorities Should keep money cheap and 
easy So as to provide the backing for whatever deficit 
Spending may be undertaken by public bodies, so that 
government borrowing does not hold up the cost and 
decrease the availability of credit for private 
borrowing and Spending. If a serious and cumulative 
depression develops, the main burden of combatting it 
comes to rest on fiscal policy. That is the reason for 
recurring proposals in the United States for executive 
authority to cut taxes in such circumstances, so that 
the fiscal remedy may be applied with speed ana 
flexibility. Here again debt management, while 
Playing a relatively minor role, should accommodate 
itself to the demands of the whole program, without 
adhering too rigidly to the ordinary requirements of 
low cost and staggered maturities, 

The obvious need for co-ordination of fiscal 
and monetary policies and debt management with the 
general deconomic policies of government, and the 
increased participation of government in economic affai 
have forcibly brought into question the old concept 
of the "independence" of central banks. So far as we 
are concerned, the old concept lost its old meaning 
quite a while ago, and the legislative seal was placed 
in its demise by the Employment Act of 1946. The 
Federal Reserve System and price Stability are not 
Specifically mentioned in that Act, which gives 
expression to our present general ideas of the economic 


role of government, but they should be because our 
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1 economic directive is incomplete without such mention. 
2 As I have said, in other places, the independence of 
3 the central bank is now independence within the govern- 
4 ment; not independence of the government. It is the 
5 independence of a Statutory body with Statutory res- 


6 ponsibilities, which has the right and the duty to 


7 present its views forcibly within the councils of 

8 Bovernment -- in our case in consultation with the 

9 President and his Council of Economic Advisors, with 

10 the senior officials of the Treasury Department, and 

11 before the appropriate committees of Congress. It is 
12 independence of narrow partisan political bias. It 

13 1s independence which is not Subservient to a particula 


14 political party, but which serves the party in power whille 


15 preserving the right of resignation of its principal 
16 officers without disloyalty to party if a clash of 

17; views develops which cannot be resolved. It is not 

18 independence to pursue a monetary policy which is in 
19 Opposition to the general economic policies of the 

20 government. That would be intolerable and impossible. 
21 It is not the kind of independence which can be pre- 
22 cisely bounded by a legal definition, any more than 

23 the honesty and integrity of men in government or private 
24 Service can be legally presented. It is the kina of 
25 independence I should think would serve you well in 

26 Canada. 

27 The subsidiary question involved in the 

28 above relationship between monetary policy and debt 

29 management has invited the suggestion that these 


U functions should be administered by a single head or 
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1 by a co-ordinating committee. Quite aside from the 
4 general question of independence, my opinion is that 
3 this would be a mistake, whether the end result was 


4 the setting up of a Single head for these affairs or 


5 the establishment of a council, with representatives 

6 from the constitutional bodies, which would make policy 

7 and direct operations. It is a case of what might 

8 appear to be logical on an organization chart, with 

9 precisely drawn lines of authority, becoming illogica} | 

10 in terms of evolutionary processes and human relations. 

11 The problems and operations of debt management and of 

12 monetary policy are so dissimilar, despite the 

13 overlapping of their spheres of influence, as to require 


14 more than one approach to their analysis, their synthesib, 
15 and their administration. What is needed is a clear 
16 recognition of their joint and separate responsibilities 


17 by men who bear allegiance to the same general economic 


18 policy of government, and regular means of consultation 


19 and co-ordination of policies and programs. Making the 


20 director of one the director of both, or putting the 
21 Joint problems in the hands of a committee, would not 


a2 solve personality conflicts but would weaken professiona 


performance, 

Turning to the problem of international bal- 
ance, we have recently had striking examples in my 
country and yours, of the necessity of finding an 
appropriate and effective middle way between the 
demands of the domestic economy on monetary policy 
and the requirements of the international balance of 


payments. This is a dilemma which only awaited the 
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revival of the industrial capacity and competitive 
strength of Western Europe and Japan, the re-establish- 
ment of convertible currencies in the principal trading 
countries of the world, ana restored freedom of move- 
ment of goods, Services, and capital across borders, 

to become apparent in places where it had been for- 
gotten or could be ignored. Like the more purely 
domestic problems with which monetary policy is faced, 
this one can be dealt with more easily if it is 
anticipated and attacked in its early stages. Then it 
is more likely than later that the policies appropriate 
to the domestic economy will also be Satisfactory 

with respect to the balance of payments. If the 
Situation is allowed to deteriorate, however, more 

and more attention must be paid to the international 
position and, if a crisis develops, it clearly must 
take temporary precedence over all but the most acute 
domestic concerns. 

It is a problem which, I think, is peculiarly 
Susceptible to probing adjustments to different 
combinations of circumstances and to varying mixes of 
fiscal and monetary policy. In the Unitea States, at 
the end of 1960 and the beginning of 1961, we had to 
cope with a domestic situation which needed the 
Stimulus of an eaSy money policy and an international 
balance of payments which was Showing a eked deficit 
for the third successive year, a rising volume of short- 
term dollar liabilities and a gold stock which, while 
Still adequate, had shrunk appreciably. Since we haa 


& heavily favourable balance of trade in goods and 


a Ra = 
i 2 a isnt 
| / -y : 
a ‘ evidideqmes bas yilosqso Istuteubat edt to t 
¥ ' bg 
| | -tletidstas-ot adi .seqgsh bas eqoid nxedeeW. to « ; 19% ae 


natbaxd Isqtonitq odd mt eefonsiiuo portal 
 eevom ‘to mobestl betodast ba8 ~hltow ent to aoltsnvos — 
~eatebtod esovos I[sdigqss bas .eeotviees .abooy to tasm 
-tot ased bed di eterw esosig ab tne taggs emooed .ot 
wloug stom odd oftI .bewomgt ed blyoo 10, seddog 
boost al yolfoq wistenom roldw ddiw ameldorq oltesmob 
at dt ‘ht vitase exem agin giseb od so eno aids 

tt pedT .eegsde yltes adt at heostds bas betagqkotias 
stalaqordgs aetobfog ont dadt tetel asdt ylewtl strom et 
yvrotostatise ed eals Lilw ywnomoos oldasmoh edd ot 

eit YL .etdnemgag to somslsd edt ot tosqesa dadiw 

rom .Tevewon ,ststeiueteb ot bowolls ef soltdaudte 


Sgdottsnusdat ent ot bieq od daum soldasdds o1om bas 


ees 


taum vinselo ti ,agelsveb etetxs 6 tt .bas sotdleog 
eines taom edi tud Ils reve esomebece tg yrstogmed silat 
-agreonea ofteomod 

| ylrebluosg at ~zWotds I ,dotdw mefderq.~@ et IL 
insxvotthh od ednomdantbs antdowg os eidiiqeoeve 


to sexim onityysv. od bas esonstanvorto Io. anotisaidmos 


ds .petate besial edt aI .yotfog yestenom bas L[eoelt 

od bed aw .L0CL to smtantged eft bre OOCL.te bas. sds 

eit bsbesa ANoitdw moidsutie otdzemob s difw eqoo 
{anottsnrsiat os bas yollog yssom vase as to evlumige 
dtotteb evotree 6 ontwode asw dotdw atmemysq to sonsisd 
j-drode to snufov zuntais s .1sey evteaeooue bhSridd end sol 
vs slidw .fotdw sisote blogz es bas eoftsttitdet{ tsllob xz 
bsdi sw conte  widstosxaqs Navpiude bad wesaupebs, iv 


fos aboosn at shsid to sonaled eldsuvevst y 


> . ae 


Nethercut &é Young A. 5 


Trento, Ontario 
1 Services, it was apparent that in so far as any one 
2 category of the balance of payments can be adjusted, wi 
3 out adjustment of the Whole, our difficulties arose 
4 largely from an outflow of capital on government and 
5 private account, and a particular danger lay in the 
6 area of volatile movements of short term funds. This 
ri Suggested a policy which combined special steps to 
8 reduce the outflow of capital on government account, 
9 a monetary and debt management policy consistent with 


10 the domestic. situation but with an interest rate 


11 Structure tilted up at the short end, and a policy of 


12 budget balance for psychological reasons so far as the 
13 international position was concerned. 

14 That policy, along with the various inter- 
15 national arrangements which have been devised for 


16 dealing with temporary international imbalance, has had 


17 conSiderable success during the past year and three- 
18 quarters, but time may be running out. Because of a 
19 lagging economy which has not generated the revenue, 


20 anticipated in budget estimates, we are backing into a 
21 Substantial budget deficit in the present fiscal year 
22 and easy money, by itself, at this Stage of our busi- 
23 ness cycle, no longer provides an obvious upward thrust 
24 to the economy. I would be disposed to change the mix 
25 of monetary and fiscal policy while we Still have 

26 Plenty of time for manoeuvre. This would involve 

27 permitting interest rates to rise to more competitive 
28 levels, both at short and long term, thus giving 

09 | additional evidence of ur purpose to defend the dollar, 


and offsetting whatever dampening effect this might have 
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1 on the domestic economy by reducing industrial and 
2 corporate income taxes. This would convert an unplanne 


3 budget deficit into a larger but planned budget deficit, 
4 which should then be financed as far as possible out 

5 of savings. I would hope that, if the domestic and 

6 1 ene positions remain much as they now are, 

7 this would be the outcome of the tax reduction we have 
8 been promised for early in 1963. This may be a pretty 
9 fine bit of balancing of pluses and minuses, but I 


10 would say that it would be a better "mix" than what we 


11 now have, 

12 The place of "near money" and “near banks" 
13 in the whole scheme of monetary management, and the 
14 Question of the money supply as a gauge of monetary 


15 policy as against the liquidity of the economy, has had 
16 a run of academic discussion and government consideration, 
17 highlighted by the advocacy of the liquidity concept 

18 in the report of the Committee on the Working of. 

19 the Monetary System in the United Kingdom (The Radcliffe 
20 Report). It seems to me that in seeking to propound 

21 a new or revised theory of monetary management, these 

22 advocates have strained to exalt the virtues of liquidit 
23 control and to magnify the defects of control of the 

24 money Supply and the related creation of bank credit. 

25 My own view is that there is a middle ground which 

26 retains primary reliance on regulating the money supply 
27 and the related creation of bank credit, but which 


28 also pays due and necessary attention to the liquidity 


29 of the economy. 


It helps me to see the problem as clearly as I 
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think I do, by remembering always that it is only the 
commercial banking system, working from a reserve base 
controlled by the central bank, which can "create" 
money in the Sense of writing up demand deposits as the 
other side of a loan or investment transaction, 
Policies for influencing liquidity, as has been said 


and as I believe, must start from and be elaborations 


upon a policy with respect to money itself. 

Viewed from this approach, the total supply 
of liquidity assets in the market and fluctuations in 
that supply may be said to depend upon (1) increases 
or decreases in the money supply, (2) the flow of savings 
out of current income and (3) the net movement of funds 
out of or into idle balances - the velocity of money 
factor. Among these three, it is the money supply 
which is most closely responsive to actions taken by th 
monetary authority, and it is by regulating the money 
Supply that the authorities can attempt to compensate 
for undesired changes in the other two sources of 
liquidity. 

Here the velocity of money is most important 
for the purposes of monetary policy and for bringing 
the concept of liquidity into a rounded view of monetar 
policy. It is a matter of common observance that the 
velocity of money - the rate of expenditure for output 
relative to the stock of money - generally rises during 
periods of economic expansion and declines during periods 
of economic contraction. It is in these broad cyclical 
phases that actual changes in employment, and income, 


and shifts in expectations on the part of consumers and 
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businessmen lead to the activating of idle balances 

and the economizing of money relative to expenditures, 
or the reverse. The extent of these movements in 

the velocity of money, and the duration of the lag whic 
they will introduce so far as the effect of changes 

in the money supply are concerned, cannot be predicted 
with accuracy, but that does not mean that regulation 
of the money supply is without effect. 

The supply of assets which principally pro- 
vide this element of liquidity in the economy (aside 
from money itself) are short term government paper 
(saving bonds are a Special case) and, the market 
instruments issued by commercial paper houses, finance 
companies, and acceptors. The claims created and 
issued by financial intermediaries - mutual savings 
banks, savings and loan associations, credit unions, 
life insurance companies, trust funds, pension funds, 
etc. - are a secondary source of liquidity instruments 
and, even in this constellation, the role of claims 
issued by “near bank" financial institutions can be 
exaggerated. 

In relation to the money supply, the offerings 
of short term Treasury paper are a matter of co- 
ordination of debt management and monetary policy. 

The supply of liquidity tnstruments originated by 
business firms other than financial intermediaries is, 
at bottom, based on the participation of the commercial 
banking system in the intimate complex of dealers and 
brokers which buy and sell and establish markets in 


Such instruments. The contribution of the so-called 
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financial intermediaries to the variability of the 
velocity of money arises, primarily, from claims issued 
by savings banks, Savings and loan associations, and 
credit unions. These are the only claims of "near 
banks" that really have the attributes of "near money" - 
claims that involve little risk and can readily be 
shifted into money with little inconvenience. There is 
not much evidence that shifts out of idle balances into 
and out of claims on these institutions are much of 
a factor in the cyclical changes in the velocity of 
money and they appear to be only a secondary factor 
in the long term substitution of "near money" for money. 

In assessing the claims of the money supply 
and the liquidity of the economy for the attention 
of the monetary authorities, the Radcliffe Report would 
have given a more balanced guide to those who may look 
to it for light and leading, if it had not tried 
to make such a basic theory case for liquidity, but 
had suggested that “the authorities should not only 
control the supply of money, but also seek more broadly 
to affect the liquidity of the economy." The monetary. 
authorities should seek to affect the liquidity of the 
economy, not by trying to acquire a measure of control 
over financial intermediaries but by seeking better 
information and a better understanding of the whole rang 
of influences which alter the liquidity of the economy 
Over time and from time to time. 

This recital leaves me with one more item 
in the list of questions which I said my general 


definition of the objectives of monetary policy left 
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hanging -- the question of the magnitude of the 


responses of the economy, and of different sectors of tHe 
economy, to policy actions of the monetary authorities, 
and the lags in reaction time. It is clear that monetaxny 
policy cannot provide such timely and precise controls 
of the rate of expenditure of the economy, which is to 
be matched against the Supply of goods and services, 
as would be required for treading, at all times and under 
all circumstances, the narrow ledge between inflation 
and deflation, between maximum employment and productio 
and stability of aggregate prices. Even in less 
ambitious terms, however, monetary policy is subject 

to the difficulties of foreseeing the magnitude of the 
effects which will flow from action, and the diffi- 
culties of allowing for lags in reaction. 

Yet, it is of the essence of the act of 
monetary control that forecasts of economic developments 
must be made and estimates of economic reactions must 
be attempted. To wait for the event, is merely to 
forecast that existing policy is the right one until 
Something has happened to prove that it is wrong. In 
the present state of our economic reporting and analysis 
Such turning points only become apparent some time afte 
the period when a change in monetary policy would have been 
most effective in warding off trouble, 

Nor is it given to us to be able to foresee 
accurately and completely how a change in monetary 
poolicy will make its way through the economy, In 
the aggregate our safeguard is that, as I like to 


emphasize, monetary policy has the advantage of being 


D vtenkt 
7 ve rate oe 


ait to shudtrgem orit so hepa be 


sit to arotose dasreTith to bas .ymoroos nebo E 20% 
estdicodius yistsrom ent To enotdos yotiog od eumonoos 
vicgtononm gedit reefo at 3I .omtd mottoser at agel eid baa 
aloytnoo sntostq bas ylemtd wfove ebtvorgq donnso yobiog 
ot ef dotdw .wmoneos eid Io siudibseqxs to ever ent to 
.usotvise has aboog to viqque eld santess bedotenm ied 
pbos bis semis Lis ds ,sathsetd rol bertupet sd bivow es 
aotdaltar cesswied sabol wourss edd ,eoonstemvortto ifs fe 
roftoubowg bas dnsmyolqme muminan neewted .swottslteb has . 
geal of neve .eBeorrq stsseasee Io yiiliidssda bos | 
goeidua ef yotfoq yratesom .veveworl ,amred exoididms t 
eit to sbuttagem edt anteeestot to aetdivolTItb edd ot | 
-~£1Ifb ott bas MOLFSS mort wolt Iftw dotdw etostis | 
soltoser af ansl tot uatwolis to) aeftivuoe | 
to gos ont to ehenininntivt et gi. veY | 
nicemqolaveb ofmenoos to etesoetot dadd Lortinoo yistenom || 
taum eaoitoset oimonoos to aetamttes bus sbem ed Jaust { 
od vleovem at .drevs edt tol diew of. obetqmedds od | 
Ittay sno ddain et at yotlog eaitetxs tard Jasostot 
mit .snomw et tf gsdd evorgq ot banesqqsd ead antdsemoe 
Jeleyisas brs antivoget ofmoroos avo to siste tasestq sit 
atis emit smoa dasitsqqs emoosd yino atatog sninuwd dove 
ssed eved blyow yoliog yastenom at oenmado a nedw bottsq ead 


.olduext Blo satbhbraw at evitoette saom 


sse9y7ol ot sids of ot ay oF nevig Sh et toh’ 
UYstsqon of sansnio se worl yletefqmos bas vletseiv900s 
nat ymoneoe ond dgvocdd yew att exam I[ffw yotfoog 
ot sHfif IT as .tadd et meaniaatiien this ccee. 


anted to eastnevbs end Nee ee 


via 


¢ ia. « i ae 


Nethercut &é Young A ae 
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1 able to probe and withdraw, to apply or relax pressence 
2 in varying degrees, so that action can be modified if 
3 the general results Stray too far from those anticipated. 
4 If these results do not always lie with fairness on 
5 all sectors of the economy, we must admit that we canno 
6 achieve such perfection in this or any other area of 
7 government participation in economic affairs. The 
8 attempt to attain a general good may impose hardships 
9 on some people, some of the time. The problem arises 
10 most often in the administration of monetary policy in 
11 periods of credit restraint. If action then had to 
12 wait until it was certain that such restraint would 


13 apply equally to everyone, all of the time, there 


14 would be no action. 

15 The lags with which monetary policy has to 

16 contend are the recognition lag growing out of doubts 
17 abut forecasts of economic developments, and the 

18 Operational lag which affects the rate at which policy 
19 changes impinge on the economy. There are even critics 


20 who claim that, because of these lags and the 
21 Operational lag in particular, the effects of monetary 


22 policy are wholly unpredictable and likely to be 


23 perverse, and they go on to prove i by selecting 

24 their own statistics of past performance. The way to 

25 Progress ina less than perfect world, however, would 

26 seem to me to be to improve our ability to forecast and 
27 to assess the results of our actions, by collecting bet- 
28 ter data on the current performance of the economy, pro- 


29 Cessing it more quickly, analysing and interpreting it 


! more wisely and adding to it more reliable information 


¢ Sa ¢ } 4) S 

: | Rs ake’ piwa’s ) 
cot = fs = 
ae | ah “sian owl 


| @ a : 7 My , Sy war 
soneseerq xeler to viqas oF .worbddtw bas edo1g of eids =| 
4 petttbom ed aso mottos dadd om ~ssetgeb antyrsv ob 4. 
.bedagtotins exzodd moxt st ood ysidea edivueot Lerenss odd. ie 
= 
fo aasnartiel dsdtw sti eyewls ton ob etiveot szerit TI 


fonaso ow tedd vimbs deum ow .ywmonoos edt to erotosa Ils 
to sets rentte vas “to atdt at solsostireq dove ovefdos 


eaT .atistts ofmoneos at notdsqtotiisq Jnemnteveg 


= = = 


aqidebrad seeqmt yem boos Isteneg 8 nisdds ot Jqnuetis 
asetrs moefdowq saT .olttd orld To emoe ,elqoeq omoe mo 
nt yoetlog yraterom to solisideinimbs edd at mocto Jaom 


od ben nocd pottos II .taisrtest Jiboro to ebolieg 


oluow doteaxstess dove geadd nisdtoo esw dit ILdau jbew 


syentt  omtd edd to Ifs ,snoyreve o¢ yilavpe vyiaqs 


,mottos oa sd bilyow 


etdveb ‘to duo gntwotg asl molttiagoogy sit srs brisdnos 


| ot as yotfoq yvradenom dotdw déiw ezel sdT 
| edt bas ,edasmaqoleveb ofmonoos to atasoorol suds 
} 


yotfoq dotrw ¢s ster add etootte dotdw gsi Lanoltsteqo 


eotdtto neve sexs o1sdt .ymonooe edd no sgnitqml esgnarnio 


sit fre easel eeedt to savsood .tadd misio,odw 

yxstsnom to adostite aft .xyelyotidasq at gsi. isaoldsaiego 
sd ot Yiesltl bas efdstetbetaqny yilodw ets. yotilog 
anigoefea vd at evorg o@ no os yeds ors ,oerevisg 

od ysw oT .sonsmroliysq tesq to eottatistea.owo srftedd 
bivow .stsvewon ebftow doetreq medd esol g nani esers8etg 
bas yiGanenad ot ytiitds “yo svorgmt og od ot om ot mege 
-disd gntdosffoo yd .anottos ss0 to etineot edd eesaas ot 
-OTg .yYMmoneos eft to sonsmrotreg tnerivo edd mo steb sod 
vi antterqredal bas gateyisis .Yyldotup stom df ant 2aS o 


sotismotnt sidstiet o1com gt od satbbs bos. yloatw. oon 


. 


Sas ie os r 4 aaa © ae 


Nethercut &é Young AS&.22 


Torente, Ontario 
1 on future plans for government and private investment and 
2 consumer spending. 
3 This listing of Opinions leaves me with two 
4 or three collateral questions to complete my comments 
5 on topies which your chairman originally posed, 


6 First, I shall try to sketch my conception of the role 
7 of central bank directors as T have observed it in 


8 the United States. The board of directors of each me- 


9 gional Federal Reserve Bank is, as you know, made up 
10 of nine members, three of whom are appointed by the 
11 Board of Governors of the Federal Reserve System at 
12 Washington and six of whom are elected by the member 


13 banks of the Federal reserve district in which the 


14 bank is located. These directors include bankers, 
15 business men, farmers, professors, doctors, lawyers, 
16 and maybe Indian chiefs, They all come from outside 


17 the staff of the Bank; the president of the Bank is not 
18 director, but this is a matter of only nominal 


19 importance. The full board of directors at the Federal 


20 Reserve Bank of New York met twice each month, and 

21 an executive committee composed of five members of the 

22 board (selected in rotation) met in the weeks intervenin 
23 between board meetings. 

24 Such an outside or part-time board of director ; 


25 in my opinion, has a double virtue. First, it injects 

26 into the conduct of the everyday affairs of a central 

27 bank the standards of efficiency and practical judgment 

28 that well chosen men can provide from a varied experiencé -- 
29 and that includes everything from judging the fitness 


at of the staff to administer the complex operational 
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functions of the bank to the maintenance of its plant 
and equipment. This contributes to an operating per- 
formance which can protect the Bank from much of the 
criticism which crditiarily is levelled at institutions 
not prodded toward efficiency by the profit motive. 
Second, and more important, the existence of such a 
directorate keeps the central bank in touch with men 
who know, at first hand, some of the things which are 
going on in the economy, which never appear in the 
statistics or which appear only after a lapse of time; 
and it gives the men who serve as directors an insight 
into the problems and methods of monetary control which 
Should enable them to interpret to the community the 
policies and objectives of the central bank. In a mixed 
economy of government and private enterprise, the 
maintenance of two-way open channels between government 
and the private community is of great importance, if 
unnecessary conflicts are to be avoided and the efforts 
of the two are to be combined into something greater 
than the sum of the parts. So it is with the central 
bank. It must draw economic intelligence from the 
market and it must be able through persons who have 
some responsibility to give guidance to the market. 
There is a possible source of embarrassment 
in such arrangements which, in our case, has been 
largely overcome by our somewhat peculiar Federal 
banking system. The outside directors do not have 
advance knowledge of final decisions with 
respect to monetary policy. In this most delicate 


area the making of final decisions concerning the use 
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1 of the principal weapons of monetary policy -- discount 
2 rate, open market operations, reserve requirements -- 

3 the co-ordinate discussion takes place in the Federal 

4| Open Market Committee (the seven members of the Board 

5 of Governors of the Federal Reserve System and five of 
6 the twelve presidents of Federal Reserve Banks who 


7 serve in rotation, except the president of the Federal 


8 Reserve Bank of New York who is a permanent member), 

9 and the final action is taken either by the Federal 

10 Open Market Committee in the case of open market operations 
11 or the Board of Governors in the case of the discount 

12 rate and reserve requirements. There are none but 


13 Statutory full time members in these two bodies, and 


14 they are public officials and public servants in every 
15| real sense. And, in the case of the Federal Open Market 
16 Committee, which I consider the heart of the Federal 
Reserve System, a cardinal principle of central 

banking is observed, namely, that those who determine 
monetary policy should have continuous contact with 
actual economic processes and with people in the market 
Place, as well as with the representatives of govern-~ 
ment at the political centre. The making of monetary 
policy is a government function, but it should not be 
made in seclusion with only statistics and computers 

as companions. 

In speaking to the question of the role of 
central Yank directors, I have also touched upon the 
question of the relation between the central bank and 
other money and capital market institutions and between 


the central bank and the general public. In our circum- 
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stances, right from the beginning of the Federal Reserve 
System, it has been the policy and the practice to make 
public the widest variety of information concerning the 
operations of the System at the earliest appropriate 
time, and to supplement this information with background 
reports and statistics and to follow up with speeches 
and statements which may illuminate policy. This attituada 
toward the public has Srown amd developed over the fifty 
years of our existence for two reasons, I think. First, 
it was recognized that in our political framework the 
exercise of the monetary authority, delegated by the 
Congress to the Federal Reserve System, could not be 
exercised in camera, if the System was to retain its 
powers and its being. Second, it was rightly decided 
that a central bank's authority grows out of building 
up the widest possible interest in and. responsiveness to 
central bank actions. 

Relations with persons and institutions in 
the money and capital markets must, of course, be 
closer and more continuous than relations with the 
wider public. These are the people and the institutions 
through which central bank policy flows into action. 
Here, the part-time directors have a role to play, 
Since usually some of them will be associated directly 
or indirectly with some of the market institutions. 
The irregular but continuous personal nik ai of 
officers of the bank, at senior levels, must comprise 
acquaintance with members of the commercial banking 
and investment banking communities, of the security 


exchanges, the insurance companies, the investment 
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trusts, the pension funds and the whole range of people 
who combine to make up the money and capital markets, 
Finally, we have found it of some assistance to have 
committees in being. such as a general committee 
representing all market interests and Special committees 
representing such interests as the government security 
dealers and the foreign exchange market, which can be 
quickly called together for consultation and, at times, 
for action. 

There is one thing we have tried in this area 
of market and public relations which has not had much 
Success, in my opinion. That is so-called moral suasion;: 
the attempt by public exhortation to obtain voluntary 
Support of a course of action. The volunteers either 
do not come forward, or they come forward in a variety 
of ways which represent varying degrees of misunderstanding 
of what is required, and the whole thing usually proves 
to be inequitable in its influence and ineffective 
in its results. 

The final question on my list relates to the 
role of properly functioning money and capital markets, 
and the criteria by which their performance can be judged 
That is a tall order. I can only attempt a skimpy 
characterization. Viewed from the position of the centra 
bank, the role of the markets is to provide the channels 
through which the policies of the central bank reach 
out into all parts of the economy. The markets can 
perform this essential function, of course, only be- 
cause of their wider role of bringing together lenders 


and borrowers, savers and investors and enterprisers, 
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and matching their needs and their resources, and 
establishing prices for capital funds and credit which 
take account of risk and liquidity and all of the feature 
of multiple special transactions. It is in these markets 
that the structure of interest rates and the degree 

of non-price rationing of lendable funds, as well as 

the composite expectations of future developments are 
finally determined. 

Such markets are seldom functioning properly 
unless they are evolving and accommodating themselves 
to new conditions or to old conditions in new ways. 

They must always be reaching out and finding every 

pool of available funds in the economy and every 

worthwhile need for funds, and bringing together the supply 
and the demand so that there is breadth of dealing, 

without discordant jerks in price or availability. 
Smoothness, adaptability and overall equitable 

allocation of the credit and capital resources of the 
community are the signs of acceptable performance. 

In ending this statement, I would like to 
emphasize one most important lesson which I garnered 
from my years in central banking. It is that central 
bankers should never allow themselves to be trapped 
into announcing "rules of the game" or into adopting 
policies which seek to shift to the marketplace the 
inescapable responsibilities of the central bank. 

"Rules of the game," which attempt to fix the 
relationship of the central bank with the markets in 
Which it iperates, over time, tend to freeze action in 


the face of changing domestic and international economic 
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1 relations, so that deviations from the rules first 
2| become the rule, and then, abandonment of the rules 
3 is forced upon the rulers, Anda "rules of the game" 
4| formulated by a central bank, in isolation from its 
5 responsibilities as a custodian of one part of an 


6| economic program of government, are a barrier to that 


7 proper co-ordination of policies which is essential. 


8 In fact, they are presumptuous; a form of independenee 


9| that went out of date long ago, 
10 Even more insidious is the temptation, in 
11 paying due respect to the virtues of the market place, 
12| to try to shift to the market determinations which 
13/ should be made by the central bank. There are no 
14| wholly "free" money and capital markets so long as a 
central bank exists and does its job under modern 
conditions. There must be private markets -- unpegeed 
markets -- the pulses of which can be taken in deter- 
mining central bank policy, but the actions of the 
central bank, no matter how or in what Section of the 
market they take place, will always be a major influence 
On the private market and a major factor in its 
expectations. The search by a central bank for some 
mechanical guide to automatic action, for some norm 
of behaviour, in order to avoid the risks of fallible 
human judgments, ends up as a form of self-deception. 
The central bank should exert its influence 
on the cost and availability of capital and credit 
Openly and directly, as circumstances may require, 
in whatever areas of the market it can reach. To do 


less is to abdicate a responsibility and to forfeit a 


Power which has been granted for public use. 
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THE CHAIRMAN: I shall call the necting 
to order. This morning we have a submission from the 
Canadian Retail Federation. Mr. D. M. Woods, the 
president, I believe, will introduce the members of 
the delegation. 

MR. WOODS: May I proceed? 
The delegation representing the Canadian Retai 

Federation appears for questioning in connection with 
a brief which was forwarded in July. A word of 
explanation about the Canadian Retail Federation 
might be in order preparatory to introducing the 
members of the delegation. The Federation was 
formed in 1941 for the purpose of forming a body 
to co-operate with the Wartime Prices and Trade Board 
and other agencies of the federal government. Lt 
was felt oe that some central retail agency should 
be availsble to speak effectively for this industry. 
The Federation consists of a number of direct members 
of medium and large-size retail firms. They are of 
all types and are located in all provinces. We have, 
in addition, a number of Association members, some 3} 
in number, and the Association members are eight of 
national nature, one is a provincial Association and 
25 are municipal. Included in the direct membership 
are deoartment stores, mail order houses, chains and 
independents of virtually every type. The total 
meinbership is represented by the Federation and 
the member associations, and therefore we feel it 
enables us to speak as an organization representative 


of our very large trade. 
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The main purpose of the Federation when 
initially founded was to act as a liaison organization 
between the retail trade and government, and this 
kind of work with government relations has formed 
the principal functions of the Federation since that 
time. 

Our activities have largely been concentrated 
around work with the federal government, but some work 
has been done with provincial governments, and this 
has been increasingly so as more provincial legislation 
is enacted which affects the retail business. In 
addition to this the Federation is working 
on behalf of retailing in other fields in producing 
annual reports and statistical studies and operating 
results. 

With that statement I should like to intro- 
duce the members of this delegation. On my pea oa ges 
Mr. W. V. Creaghan, president and general manager of 
4 ecg 9 Creaghan Co. Ltd. of Moncton, N.B. 

Next is Mr. Mark Ely, president of Ely Ltd:, 
Toronto, Ontario. Mr. Ely is the honourary treasurer 
of the Canadian Retail Federation. His group of 
Storés are in men's apparel and clothing 
Stores, and he has special interest in charge accounts, 
which is his special form of credit. 

Next is Professor J. A. Sawyer, School of 
Business of the Uiivedasty of Toronto. Mr. Sawyer 
is consulting economist to the Canadian Retail Federatio 


and he speaks for us in that capacity. 


Next is Mr. James Orme of J. L. Orme & Sons 
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of Ottawa. Mr. Orme has served the furniture industry 
and is a director of the Canadian Furniture Dealers 
Association, which is one of the Federation's principal 
associations. As such Mr. Orme, we feel, can speak 
for the retail section which has a large credit content 
in its business, and one which represents a very large 
number of retailers across Canada. 

Next is Mr. F. R. Southmayd, general 
credit manager, Simpsons-Sears Ltd., of Toronto. Mr. 
Southmayd has technical credit granting experience, 

Mr. W. J. Tate is vice-president and assistant 
general manager of Charles Ogilvy Ltd. of Ottawa. 
Mr. Tate has special credit background, having been 
president of the National Credit Grantors Association. 

Mr. W. G. Upshall is the manager of Accounts 
and Cash Offices, The T. Eaton Co. Limited, ‘Toronto. 
He also has technical qualifications to speak on credit. 

The Federation, in presenting this brief, 
feels that we have prepared a brief that is careful 
and objective and designed as a document to be helpful, 
constructive and useful to the Commission. 

You will note that the brief does not ask 
for anything but it does suggest that a few things 
might not be done. We assume the members of the Commissibn 
have read the brief. Would you like the summary in 
the first few pages to be dealt with? 

THE CHAIRMAN: The Commissioners, I under- 
Stand, have all read the brief. It is not usually 
necessary to read the summary unless you have some 


Particular desire to do so. 
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1 MR. WOODS: No. We have no opening statement 
2 to make other than to say the brief does deal in depth 

3 with an examination of consumer credit in the Canadian 

4 economy and particularly with the retail credit 

5] granting function. We believe it has dealt with the 

6 development and economic significance of consumer debt 

7 and as an outline of practice in the Retail Federation. 
8 With these remarks the delegation would be 

9 ready to answer questions put to the members directly 

10 or through me. It is our feeling that the Commissioners 
11 might like to have individual and personal views of the 
12 members of the delegation as a helpful means of at least 
13 getting some special experience in consumer matters. 

14 A number of members, of course, are qualified to answer 
15 technical questions. 

16 THE CHAIRMAN: Thank you very much, 

17| We shall commence with the questioning. 

18 COMMISSIONER GIBSON: Mr. Chairman, if: 

19 I might start out, I wonder if Mr. Woods could tell 

20 us a little more about the Canadian Retail Federation? 
21 It started in 1941. Was there an association of 

22|| retailers prior to that? 

23 MR. WOODS: I think not of the larger 

24 corporate retailers. There are several retail 

25/ organizations, and the Retail Federation does not 

26 encompass all retail organizations. 

27 | | COMMISSIONER GIBSON: It encompasses mostly 
28 | the medium-size and larger ones, is that correct? 

29 | MR. WOODS: The direct membership is made 


at up of large and medium-size corporate retailers. We 
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have a broad position of representation through the 
association members who band with the Federation, 
representing retailing where the interests of the 
large and smaller retailers correspond, and in this 
case we represent a very broad segment of retailers, 
both large and small. 

COMMISSIONER GIBSON: We have a brief from 
the Retail Merchants Association of Canada. 

MR. WOODS: Yes. 

_ COMMISSIONER GIBSON: Was there once 
just the one organization? 

MR. WOODS: The Retail Merchants Association 
of Canada at one time was an associate member of the 
Canadian Retail Federation, but they saw fit to 
Separate our ways and they are no longer part of 
the Canadian Retail Federation. 

COMMISSIONER GIBSON: How many members would 
you have? | 

MR. WOODS: If we count the association 
members who are indirectly members I would think it 
runs into tens of thousands, and there are several 
hundred direct members ranging from the large 
department stores and chains down to minimum-size 
Stores in small cities and large towns. I should 
think that generally our membership on a direct 
basis would not include any retailers doing an annual 
volume of retail business of less than a quarter million 
dollars, 

COMMISSIONER GIBSON: I should like to ask 


you a few questions about the growth of consumer credit 
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and what you are looking forward to. This is an 
interesting brief and it is pretty well confined to 
one subject. You talk about the rapid growth which 
has occurred in consumer credit in the post-war period, 
particularly since 1951, What sort of expectations 
have you for the future? You, refer to the. fact. that 
there is probably going to be aides a marked increase 
in family formations in the late 1960's and you expect 
this will give renewed interest to instalment selling 
in particular. Would you say a word or two about 
your expectations? 

MR. WOODS: Perhaps Professor Sawyer would 
like to speak on this. You will recall that in the 
brief the point is made that the domestic establish- 
ment is an economic unit of which retail credit is 
the basic means of financing, amd there are sub- 
stantially four million such units throughout the 
country. The extent to which these units require 
credit depends somewhat on the maturity of the family 
unit, and the proportion of the family unit at an 
early stage of maturity will vary with the rate of 
family formations. The more young families there are, 
the greater likelihood of their requiring financing. 
Therefore, the extent of credit will probably vary 
With the rate of family formation. I wonder if Professo 
Sawyer would care to deal with this? 

COMMISSIONER GIBSON: I was hoping you could 
give us an idea as to whether you expect the rate of 
consumer credit to go on increasing in the sixties 


at the rate it did in the fifties, or will it level off? 
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I should like to ask some questions about the family 
unit theory, end SO on, later. 

PROFESSOR SAWYER: We might look first at 
the increase in consumer credit in the early 1950's 
and the latter part of the forties and point out 
the unusual circumstances associated with that period, 
namely, to a large extent, the unavailability of 
consumer durable goods during the war period, with the 
result that when consumer durable goods did become 
available in the post-war period there were large 
expenditures on these by families of all sizes. 

In the early post-war period I think it is evident 

that much of this expenditure was financed from financial 
Savings which had been accumulated during the war 
period, but as these liquid assets were used up I 

think more and more families turned to debt financing. 
At the same time we have, of course, a rather marked 
increase in some areas in the availability of credit 

to householders. Thus, there was a very sharp 
increase in consumer indebtedness in the early. part 

of the fifties, which I think one should attribute 
largely to the war period and then to the subsequent 
period of economic expansion associated with the Korean 
War, and so forth. 

I think we are unlikely to see sharp in- 
creases in the use of consumer credit similar to those 
of the fifties. In fact, I think if the proportion 
of the population,in terms of age of the families, the 
heads at different age groups, the number of children 


per family, and that sort of thing, were to remain 
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constant and one had no innovations in the marketing 
of consumer credit, no new 

institutions coming into the field, then one would 
tend to see a levelling out of consumer credies e&That 
is to say, consumer credit outstanding would continue 
to grow as the incomes of the Canadian families grew, 
as the total number of families grew, but the relation 
between consumer credit outstanding ona per 

person basis might tend to become relatively stetile, 

I suggest further that with the increase 
in family formation that is likely to occur in the 
forthcoming years, resulting from the increase in births, 
both in the war period and post-war period, we are 
likely to see a substantial increase in the number of 
families being formed. This will generate a demand 
for ‘housing and for the types of consumer durable 
goods, refrigerators, furniture, stoves, and so forth, 
which are associated with establishing a new household. 
This will result in some further increases in consumer 
credit outstanding and this would be related not so 
much to the present incomes of these newly-formed 
families but more to their expectations of future 
incomes or the expected life of the family. 

I have not hoc d attempted to make any 
forecast of the amount of family formations we are 
likely to see in the next decade, but I would expect 
at least on the basis of these considerations to see 
Some increase in consumer credit outstanding which 
would be related to the expected increase in the 


number of new families. 
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COMMISSIONER GIBSON: So you do not anticipate 
any sharp increase in the amount of consumer credit 
per family unit except to the degree there are more 
new families coming into the picture. Is that a fair 
statement? 

PROFESSOR SAWYER: Yes, Luthink esey ink do 
not at the moment foresee that the use of credit by 
families would be much more greatly extended than 
it is at the present time. We have certainly seen 
a wide-spread increase in the use of credit over the 
last decade, not only for the purchase of consumer 
durables, which I have mentioned, but many other types 
of purchases, I am not an expert in the field of 
financial institutions but it is just my feeling as 
a general economist that unless there are some unforeseen 
developments here in new techniques or new institutions 
for making credit available, then one would not expect 
to see in the next decade increases of the type we 
Saw in the fifties. 

COMMISSIONER GIBSON: You give the impression 
that there has been a big increase in the use of consumer 
credit, and now there is perhaps more stability and 
this leads to the general statement that is made in 
your memorandum that there is no cause for alarm about 
this picture provided a proper ratio of debt to future 
earning power, that is future earning power in the 
family, is maintained, and also provided that estimated 
future earnings are realized. Now, what do you mean 
by proper ratio of debt for future earning power? 


PROFESSOR SAWYER: This must be something 
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1} that is looked at at the individual family level. When 
2| a family increases debt it takes on a commitment to 

3] repay from future income. . It has to meet the cost 

4 of repaying the credit accommodation and in most 

5 cases the repayment of the debt and the cost of credit 
6 accommodation must come out of its future earning 

7 power. As long as it does not commit itself to 

8 indebtedness which its future earnings cannot support, 
9/ then I would say there is not an improper relation 

10/ between the two. I do not think I am in a position, 
11/ sir, to express this in terms of any ratio. 

12 COMMISSIONER GIBSON: You do use this as 


13 a sort of basic principle here, 


14 PROFESSOR SAWYER: Yes. 
15 COMMISSIONER GIBSON: And one of the interesting 
that 


16/ things is Ahe ratio of debt to future earning power, 
17 consumer debt, has increased in the post-war period. 
18 I take it you do not regard that with alarn. You: 
19 feel this is a reasonable increase. Is that correct? 
20 PROFESSOR SAWYER: For most families I 
21 think it has been a reasonable increase. We are 
oe talking here in generalities and not in terms of 
23 Specific, individual cases. 
24 COMMISSIONER GIBSON: Yes. 
+ PROFESSOR SAWYER: I should not think there 
26| has been any evidence that families have committed 

| themselves, generally speaking, to repayment of debt 
28 | and charges associated with debt which they could not 
291 Support out of their future income stream, provided 


the future incomes are realized. 
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COMMISSIONER GIBSON: When you say "proper" 
you must have some ideas in your mind about it or are 
you just rationalizing what happens rather than having 
certain standards in your mind? In other words, do 
the people that grant credit have certain ideas in 
their heads as to what is proper or do they think that 
the people who borrow the money will have ideas in 
their heads as to what is a reasonable ratio? I should 
like to get something more concrete on that. 

PROFESSOR SAWYER: I would only speak from 
the viewpoint of the consumer and not of the eredit 


institutions. I think other members of the delegation 


might speak on that side of the picture. 
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The point,.I think, is premised on the 
assumption that the rational family, in its use of 
consumer etedees does make some attempt to draw up 
a household budget of expenditures and to include in 
its estimates of expenditures for future periods 
the amount necessary to repay the debt that is incurred, 
any charges associated with that, and still have a 
sufficient amount left over to meet its operating 
costs out of the income of the given period -- 

Such things as the rent, the important payments and 
expenditures and so forth. 

COMMISSIONER LEMAN: Would you keep your 
voice up, please, you are difficult to hear. 

PROFESSOR SAWYER: I am sorry. I would suggest 
that possibly a detailed examination of the expenditure 
data from Canadian families which are collected by 
the Dominion Bureau of Statistics might be of 
assistance to many families, as an average for their 
comparable income group, number of children, and so 
forth, to give an indication of what an average 
household budget might look like, and this might 
be a considerable guide to families which are not 
in a position to work out the detailed arithmetic 
themselves. I have not, in my own work, pinned 
this down numerically, except to suppose there should 
be some relation between the two, but it would depend, 
in part, on matters‘of the preference of the 
household for, say, housing, as opposed to other 
types of goods, so that the rent component in their 


budget might vary, depending on whether they prefer 
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to have a little more room in housing accommodation 
or a later model automobile, or this sort of thing. 

I think there is room for further research 
in this area, and I regret that we have not, as yet, 
been able to do this and Quantify these relationships 
more. 

COMMISSIONER GIBSON: Could some of the 
people who look after the trade end of the business 
Say a word or two about the comparable aspects of 
income? 

MR. WOODS: It is only a family unit with 
all forms of credit that are judged in one area. In 
the retail field the retail credit organization would 
not have views on credit granted to the household | 
through other channels. 

If you wish to explore this now you might 
be interested in the way that credit is granted at 
the retail stores. Perhaps Mr. Southmayd would 
care to say a word on that. 

MR. SOUTHMAYD: I think it would be true to 
Say the credit standards are qualitative first and 
quantitative secondly. First, you have to decide 
in relation to character, stability and general 
circumstances, whether the party is worthy of credit 
at all; and then, secondly, the question is, how 
much can thi family, or party, properly handle? 

It is true that this is related to projected income. 
I think, generally speaking, there is no question 
that as consumer credit has increased family-wise 


the total indebtedness has become the more important 
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1! factor in judging how much additional credit a 

2 family can properly handle. As you know, in anything 
3 like this there are some imperfect judgments made, 

4/ but basically this would be it. You cannot set a 

5 percentage, I do not think. 

6 COMMISSIONER GIBSON: No, but when your 

7 people are granting credit in connection with the 

8 sale, say, of a refrigerator, or whatever it might 

9 be, do they try to find out what the current total 

10 indebtedness is? 

11 MR. SOUTHMAYD: Yes. 

12 COMMISSIONER GIBSON: Are they usually 

13 reasonably successful in getting a picture of the 

14| means or family's position? 

15 MR. SOUTHMAYD: There are facilities. The 
16 Credit Bureau and Retail Credit operate in this 

17 field. It is not perfect, but, generally speaking, 
18 you can get a good idea of the indebtedness and 

19/ position of the family. Not only do you do this in 
20 the initial instance, “ee later on, if a large request 
21 for credit comes in on an existing account, it is 

22 the usual practice to check back on these sources 

23 of information again, and to try to bring the picture 
24 up to date, as it were. 

25 (CREE GIBSON: When you are granting 
|} credit you are concerned with the amount of obligations 
”| the person concerned has to meet out of his monthly 
8) income, I take it? 

9| MR. SOUTHMAYD: Yes, tied also to the 


general asset position, stability position, other 
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income coming into the family other than that of the 
chief wage earner. There are many factors in this, 
as you know, but basically income is the important 
factor when considering quantity of credit. 
COMMISSIONER GIBSON: Do you have any rule 
of thumb and say, “Well, you have tied up more than 
a certain percentage of your income, and that is 
enough."? 
MR. SOUTHMAYD: We do not have a definite 
rule. We do say no, . aS you know, in many cases, 
but there is no definite rule because the factors 
vary so greatly. There is a number of factors entering 
into the picture. The industry is an important factor 
Sometimes -- the seasonal aspect. There are many 
factors to be considered in arriving at a decision, 
MR. TATE: I would like to add one thing 
further to this, that in our view the individual 
establishes his own credit record by the manner in 
which he pays his accounts; and it is determined 
whether or not those people are living within their 
income, We can base our extension of credit aiso 
on the record that the person has established. This 
is of more importance, because we cannot determine 
all the factors that go to tell whether that person 
Should or should not receive credit. But we can tell, 
With the records from the Bureau, that the individual 
has been able to handle whatever credit he has undertaken 
COMMISSIONER BROWN: Do you have any 
quantitative guide-post as an extension of that? 


MR. TATE: No. We feel that a person, by 
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his record, has been able to handle it; and unless 
it were a sizeable amount we would not be enquiring 
into itv. 

MR. WOODS: I think what has happened in 
recent years is that there has been a substantial 
improvement in the ready flow of credit information throukh 
the establishment of credit bureaus in various 
municipalities. Many of our stores are in quite small 
towns and cities, and yet we have quite good facilities 
which, I believe I am correct in Saying, were not 
available ten or fifteen years ago to provide an 
easy flow of credit and credit information. I think 
this has been a strong Supplement to reasonable 
credit granting. ’ 

COMMISSIONER GIBSON: Another factor in 
the outlook for the use of consumer credit is the 
shift away from durable consumer goods towards 
Services that you have been developing in the last 
few years, that is likely to gO On developing as 
incomes tend to increase and more emphasis is placed 
On recreation, travel, education, and so on and 
So forth. Do you expect consumer credit to move over 
into this area to a substantial degree? This is 
not perhaps the right question to ask ee retail 
federation. 

PROFESSOR SAWYER: I am really not as 
familiar with the service area as I am with the goods 
area, but there is certainly this trend you have 


mentioned. 


I think it is important to the sort of 
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things we are considering here to distinguish between 
the use of credit which is repaid over a substantial 
period of time, possibly one or two years, as opposed 
to simply the substitution of 30-day credit for 

cash payment, which may be, as far as the individual 
family goes, avshiftiin the time at which they pay. 

COMMISSIONER GIBSON: I am referring: to 
instalment credit, 

PROFESSOR SAWYER: Yes, I thought perhaps 
you were. We have certainly seen an increase in the 
use of instalment credit for travel and transportation 
Payments, and this sort of thing. 

COMMISSIONER GIBSON: I am wondering how 
this affects you. It might make some of your risks 
a little less good than they otherwise would have been. 
You would agree this is quite a noticeable tendency, 

_ PROFESSOR SAWYER: Yes, I think this has 
Occurred in recent years. I was trying to think of 
ther examples of services where the payment for the 
service is sufficiently large that a consumer would 
want to pay by instalments. 

COMMISSIONER GIBSON: There is a lot of 


this done in the educational field -- more by bankers, 


I guess. There are a lot of plans coming out in this 
area now. 
PROFESSOR SAWYER: Yes, I had not thought 
of that area. This might be a very likely case where 
an extension of credit could occur. 
| COMMISSIONER GIBSON: What about the changes 


Within your industry? What effect have they on the 
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credit business as opposed to the cash business? 
You have this great rise of the Super market, oe 
now the discount Store. Have these basic changes 
in the technology of the industry had a marked effect 
On credit and cash sales? 
MR. WOODS: I rage that as these new 
types of retailing have developed, historically 


Starting with the department Store, at the turn of 


the century, and the chain store and Super market, 
they have all started off on the basis of offering 
limited service, and the cash policy seems to have 

been a very strong part of their operation. Then 

there have followed additional Services, delivery, 

and so on. The department store Started off at the 
turn of the century as a cash, one-price retail 
organization, but now they are offering wide facilities, 
The super markets do not seem to have offered credit 
yet. The discount stores are now offering credit 


and in many cases, though not universally yet, for 


this service a separate charge is made, 

COMMISSIONER GIBSON: Is this in connection 
with only some of their items? 

MR. WOODS: Yes, this must be both revolving 
type charge account credit for current purchases anc 
I expect there is also available financing for 
longer periods for consumer capital goods. Possibly 
Mr. Orme might have some views on credit in the 
furniture field. 

| MR. ORME: There has been no change, I 


think. I believe the new type of stores will have to 
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give the same service and use the same tools as 
we use, 

COMMISSIONER GIBSON: Isn't there this 
initial emphasis on pay cash and take away? 

MR. ORME: Yes, they do start that way, 
and they find the public wants service, and they 
end up by giving it. I am Only speaking personally, 
from what I have seen, but most discount operators 
have eventually got into a retail department store 
business, and there is not a Spread in price between 
a well-run retail operator and a discount operator. 

COMMISSIONER GIBSON: Yo you think the 
discount operators will provide just about as much 
credit as the department stores? 

MR. ORME: Yes, to get their share of the 
business they are going to have to, 

MR. WOODS: That might depend on the mix 
of merchandise they sell. It is my impression that 
in the somewhat more mature discount stores their 
eredit runs at something like 10 per cent of sales 
volume, and that is a good deal lower than many 
conventional department stores and even stores of 
Our nature, where ours runs at about 20 per cent. 

Perhaps Mr. Creaghan has views on the changing 
pattern of credit in the Maritimes? 

MR. CREAGHAN: In the Maritimes we have not 


got discount stores yet, and we do notice a 


little credit going towards travel across country 
and trips to England, and so on. 


Was that your question? 
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MR. WOODS: Mr. Gibson was asking if 
there was a switch in the use of credit away from 
the retail type of credit and into Service credit, 
particularly education and travel. 

MR. CREAGHAN: It is not noticeable in 
the Maritimes yet. 

COMMISSIONER GIBSON: With regard to the 
credit that retailers have been extending, your 
statistics bring this out very clearly. The amount 
extended directly by retailers has grown less 
rapidly in the last decade than the amount extended 
by finance institutions --"finance companies and 
various other finance institutions. Would you 
care to comment on this, why this is so? 

MR. WOODS: I am trying to clarify a 
view on this. The table on page 20 indicates the 
growth of department store credit, which has been 
fairly ape throughout the period. The top line, 
number 1, indicates the millions of dollars increase 
or decrease in balance outstanding in department 
Stores credit, and the figures vary from a low of 
17 to a high of 63 between 1951 and 1961. The 
other principal source of credit for consumers is 
chartered bank loans; in that case there has been 
a much wider variation. Our assumption has been that 
along about 1958 the banks got into the personal 
loan business in a much more substantial fashion, 
and that shows a substantial increase in each of 
those last four years; whereas the department store 


credit progresses at what might be regarded as an 
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even rate, on probably the same technical basis, 


without any major change, unlike the banking system, 
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COMMISSIONER GIBSON: Your increase in instal- 
ment finance company credit over a period, on a propor- 
tionate basis, is about the same as the department stores 
but it is very much greater than the increase in credit 
extended by other retail dealers. The percentage 
increases are greatest in the department stores, 
instalment finance companies and the chartered banks. 

MR. ELY: Yes. 

PROFESSOR SAWYER: With respect to other 
retail dealers -- and I think one of the other members 
of the delegation will have to Supplement my remarks 
on this -- I think it should be pointed out that in 
Some cases when one makes a purchase of goods from 
a retail store one may, instead of obtaining credit 
to finance that purchase from that Store, enter into 
a separate contract with a finance company, or obtain 
a loan from a bank in order to finance the purchase. 

If what is included by the Dominion Bureau of Statistics 
here under "Other Retail Dealers" are types of dealers 
which are not large enough or which do not have the 
PabTiities°to finance consumer credit, then even though 
their sales must have increased substantially over a 
period, the consumer credit outstanding associated 

with those additional sales would be reflected in the 
instalment companies' figures of outstanding credit 

or bank credit. 

COMMISSIONER GIBSON: But why would it be 
Particularly reflected in finance company credit rather 
than in the figures for the stores who extend their 


Own credit? 
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MR.WOODS: Mr. Orme might be able to comment 
on this. 

PROFESSOR SAWYER: Perhaps furniture is a 
good example. 

MR. ORME: The small dealer has not enough 
capital, and he has to fall back on the finance company 
to carry his paper. | 

‘COMMISSIONER GIBSON: That would apply to 
the small. ‘retailers? 

MR. ORME: Mostly, I think. 

COMMISSIONER GIBSON: How about the credit 
granting business? Is this a profitable business? 
Your brief says that retailers extend credit in order 
to sell goods and get the business, but is there not 
another side to it as well? Is not the extension 
of credit a profitable part of the business? 

MR. ORME: I do not know. It depends upon 
the individual store. If it is good and it knows. 
what it is doing, then perhaps it may be profitable, 
but most small dealers really do not know what the 
costs of doing business are. They do not know about 
the cost of the money needed to accommodate the customer. 
If they added up all the costs they might decide 
not to be in the credit granting business. Small 
dealers like myself are always on the fence. We do 
not know whether we are doing the right thing or the 
wrong thing. Sometimes we think it would be better 
to turn it all over to the professionals, but we do 
not know. 


COMMISSIONER GIBSON: If you turn it over 
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to the finance companies does not Some profit accrue 
to you? There is a dealers' reserve arrangement? 

MR. ORME: Yes. 

COMMISSIONER GIBSON: Is this just as 
attractive as trying to borrow the money yourself? 

MR. ORME: I could not answer that. I 
have not studied it. 

MR. WOODS: I think, Mr. Chairman, that 
the profitability in credit banking is an awfully 
difficult thing to analyse. I do not know how we 
would assess the charges for, let us say, a charge 
account as opposed to a cash customer, and the billing 
costs. I do not know whether we would be able to 
assess in our business whether the amount of credit 
income derived from our revolving credit operations 
begins to pay or does not begin to pay for the direct 
costs, let alone leave a margin for profit. 

COMMISSIONER GIBSON: How about instalment 
credit? 

MR. UPSHALL: In instalment credit I think 
it is very difficult to know from the outset whether 
a profit is made or not because it is a very complex 
business to try to arrive at the cost of doing it. 

It depends upon..how far you go. You have to establish 
the factors that go to make it up. At would not be 
prepared to say there is at all times a profit or 

€a loss in the instalment business so far as a depart- 
ment store is concerned. I think it could go either 
way. You would attempt to do it without a loss, of 


course, because you want the increased sales, but I 
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1 could not make a statement on it. 
2 COMMISSIONER GIBSON: If you do it yourself 
3 you might be a little more generous in your credit. 


4 terms than a finance company would be? 


5 MR. UPSHALL: That is possible. 
6 COMMISSIONER GIBSON: Finance companies 
7 usually obtain some kind of a return. _ on their 


8 investment? 
9 COMMISSIONER BROWN: I gather that your 


10} association has not tried to make a study of this? 


11 7 MR. WOODS: A study of the profitability 
12| of credit? ; 

13 COMMISSIONER BROWN: Yes. 

14 MR. WOODS: That is right, and I am not 


1S} sure that it would be possible to do it. I do not 

16 know how the accounting processes might be conducted. 

17 COMMISSIONER BROWN: Let me put it this way; 
18 you have not made a study of what those accounting problems 
19 might be so that you could get all of your members to 

20 use the same accounting system and thus determine 

21/ whether they are making or losing money on their 

22/| credit operations? 

23 MR, WOODS: ‘That 4s right. There are other 

24! factors in operating a retail organization that have 

25 @ much greater significance in the field of profitability 


than the granting of credit, and the costs thereof. 


7 Gross profit and mark-up are much more important. 
8| COMMISSIONER GIBSON: I do not think I have 
9 


any more questions in this area, Mr. Chairman. 


THE CHAIRMAN: I would like to ask you about 
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charge accounts. I Suppose, to a large extent, charge 
accounts are simple accounts that arise when a customer 
goes into the Store, makes a purchase and pays for 
it at the end of the month? Is that correct, or does 
this cover a wider field than that? 
MR. ELY: With respect to our own company 
does that and I am sure this is true of other companies 
of our size and which use our general methods of doing 
business -- this is Simply a habit which has grown 
up with us. People need accommodation for thirty 
days in the same way as they need it with respect 
to a club of which they ares member. ~[t itera senvice 
we render and is in much the same category as the 
delivering of a parcel. Its cost is a very small 
part of the total cost of our operation. 
THE CHAIRMAN: It is not a case of the 
customer being unable to pay for the goods he 
purchases? It is for his convenience --- 
MR. ELY: No, if we felt that for a moment --- 
THE CHAIRMAN: It is a convenience to the 
Customer, Instead of having to pay cash for his 
purchase he settles by cheque at the end of the month? 
MR. ELY: Yes. I am sorry for butting into 
your remarks, Mr. Chairman, But, if we felt that any 
Proportion of our customers were using credit as we 
extended it in the way of a 30-day charge account because 
of an inability to pay on his part, I am sure we would 
have to change our methods of operation quite drasticall 
While we have no method of screening out or judging 
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1 stores, this system of cost accounts has worked out 
2 quite satisfactorily and its cost forms a very small 
3 part of our total cost. 

4 THE CHAIRMAN: [I Suppose the people who 

5 go to your stores are people who can afford to pay? 

6 MR. ELY: No, that is not always so. 

7 MR. WOODS: Mr. Ely is subjected to the 

8 Same competitive conditions as the others. 

9 THE CHAIRMAN: What I have in mind is that 
10 that item of charge accounts is really not a major 

11 factor in this development of consumer credit. The 
12 big development is in instalment credit which pre- 

13 Supposes eat the person has not the ability to pay 
14 for the goods he purchases at the end of the month. 
15 MRY*WOODS? “That-is right. 

16 THE CHAIRMAN: That person must borrow in 
17 order to spread the cost over a period of time so that 
18 he may pay for his purchases out of future income? 

19 MR. WOODS: Yes. 
20 THE CHAIRMAN: And the increase in charge 
21} accounts from $268 million to $415 million in the ten 
22| year period is a 55 per cent increase, and that might 
23| not indicate any real growth in that area other than 


24) the natural growth of the business? 


5 MR. WOODS: That is right. 
6 THE CHAIRMAN: But the figures with respect 
7| to instalment credit indicates something quite different. 


The increase there is from $138 million to $591 million, 


| 
9] which is an increase of 328 per cent. 
| MR. WOODS: Yes, but an interesting thing has 


+ te rent ne 


fue ovasew aad etavoooy Jago 99 aeveye Slag 221078 | 


ifame vrev 6 eariet feoo eel Ons yilrolsetatsnse oti 
.Jzoco Latest ao To t28g 

eiw efqosag sad seogque 2 VARALAHD SHT: 
*raq of Srotte aco omw sigove S16 Baz0%e IHOY GF cB 
,o@ evowls gan ef 6d? On sYdR cfm : 
edd of becootdvea ef wild .2aM + @GO0W AN 
o eff se enofitbaaso evil lvyequea ones § 
test at but cb oved I,7andW <WAMAIABRD SRT 
salt s tam vwiiacet ei alawooos spredo Zo neti Fen 


oievebh ein? atl yeioet 


wien 
ee fas: © | 


- 9") ottiw tidets damelident al et gasmgoieye fae 


’ » fy" 47 
zie’ ait] 4% a4 « fA 
ik wotred Jaum coasec 4 LAHD 2HT 
A ‘ . ° « wl th be. — ~ & 
j i a. ak MmlL9 § TEVe FeOS SAY PDESIQE OF Tetra 


ont s+ + snedowg etd tot yeq [eee 


ra > Serr iy wap 
»asy FIOO8 .7i8 
- aI" Dum 
i ] ? VLAD AG SHT 


i 
i 
- 
o« 
ry 
ap] 
y 
by 
oY 
Oo 
re 
2 
@ 
ei 
*. 
‘ 
; 


ant & S « iJ Coworwn last yne 53 eoltbel to. ¢ 


~s 
b-- 
& 
oo 
= 
o 
9 
& 
_ 
B 
i 
te 
® 
oa 
2 
a 
wr 


t 
. 
‘ 
~~ 
> 


. ~bS . * ; [ : a] as ‘ EIOO ¥ * AM 
gees, Ay! sisplS off tug sMAMAIAHD HT 
STIID svitup grtdégemor zgeftgothat @ibero sJasnletenk 


a [238 of gaol{iian Bete mest el eaedd eacoien ia 


Nethercut & hon - 5744 - 


Teronto, Ontario 


happened to charge accounts with the coming in of 
revolving credit. Most retail establishments have 
some form of revolving credit which involves a free 
30-day account, and the establishment then makes a 
service charge at the end of the 30-day period. This 
System seems to have replaced the conventional charge 
accounts. Perhaps Mr, eeuennedd might elaborate 

on this. 

MR. SOUTHMAYD: We are not as directly 
involved in the charge account picture as Mr. Woods 
has indicated. We have an option type of account 
which provides 30-day facilities. I do not think 
I am as well qualified to speak on the particular 
charge account end of this as is someone: who has 
had direct experience on it. 

MR. UPSHALL: With respect to charge accounts 
you have an account which, in our case, is a 30-day 
convenience account. Statements go out each month 
and payments come in for the total of the account. 

We do not consider that an extension of credit. It 
is really a convenience, and there is no charge made 
ah ee Go It is quite distinct from an account where 
the amount is spread by instalments over a Ser eed 
We have both types of accounts. 

MR. TATE: There is one thing I would like 
to interject here. I think part of that change in 
the last ten years is because of the fact that prior 
to 1950, say, charge accounts were used.as all-purpose charge 
Peep inta and they were not always paid at the end 


of the month. People took two, three, four or five 
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months to pay those accounts. We have now this pattern 
of revolving charge accounts which takes care of those 
people who are, in some degree, delinquent with respect 
to their 30-day accounts. This change was made merely 
to seek the customer's convenience. Customers were 
using their charge accounts in many cases in the 

Same way aS we are now making them use a revolving 
plan. 

MR. UPSHALL: There is a plan which combines 
those two factors, in which you have a charge account 
which, if it is paid within 30 days, there is no charge 
made, but if the balance of’ the account is not paid 
within 30 days there is a charge made. That seems 
to be the pia today. 

PROFESSOR SAWYER: I might point out that 
it has not been possible for the Dominion Bureau 
of Statistics to obtain Separate statistical information 
with respect to charge accounts and revolving credit 
accounts. Table 8 is just a rough attempt to show the 
figures, but the two types of account are tending to 
merge and thus create statistical difficulties. 

COMMISSIONER LEMAN: Apparently chk have 
not figured out yet whether in general the retailer 
makes any money on the extension of credit of the 
instalment type. Some of your answers give me the 
impression that it is a competitive factor that has 
crept in, and which has not been gone into by retailers 
in a pphtvereobent Wal The retailers have just got 
dragged into this. Is that about the feeling of the 


Federation about this matter? ' It is fairly diffi- 
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cult to figure out, but have some retailers, at times, 
felt that others were going too far in this direction, 
and were lowering the standards? 

MR. WOODS: I suppose there is the lunatic 
fringe of credit granting where credit has been given 
out on a too liberal basis, where down payments have 
been too small and repayments have been over too long 
a period, or‘where the individual has not been capable 
of supporting credit. I do not know that the retail 
trade would feel that it has been dragged into a mael- 
strom of credit granting. I think you have viewed it 
as a competitive factor in procuring Sales volume, 
and when looked at in that light, and if the costs 
thereof are kept to a minimum, the question of making 
a profit or not out of credit granting is not really 
important. rv is like “keeping “your “bill for=ficns 
bulbs down a reasonable minimum. I suppose we lose 
money in the function of granting credit -- I do not 
Know whether I have answered your question or not. 

COMMISSIONER LEMAN: Partly, but I am not 
Sure that there is an answer to my question. 

MR. TATE: I think our primary purpose 
is to sell, and credit is only an extra service, and 
it has grown up out of competition over the years. 

We feel that extra services should pay for themselves. 
We are trying more and more to make extra services pay 
for themselves. I am thinking of extra services such 
4s in the way of deliveries. These are things that are 
creeping in, and we are, because of competitive factors, 


Seeking ways to make them pay for themselves. We do 
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1 not want to make a profit out of them, but we are 

2 interested in getting all of the volume of sales 

3 we can out of them, and seeing that the people who 

“ want special services pay for them. 

5 COMMISSIONER LEMAN: What do you think the 

6 cost of the funds you invest in this particular area 

7 of business is when compared with the cost of the funds 
8 that the finance companies use for the same purpose? 

9 Do you think your costs would be higher, lower or about 
10 the same? 

11 MR. TATE: I think we would be approximately 
12 the same. It would depend’on the size of the retailer, 
13 and the rate that he can obtain. I do not think it 

14/ would be fixed for all of them. I think in some cases 
15 it would be higher, and in the case of the larger 
16 retailer it would probably be similar to the cost of 
17 money to the finance companies. 
18 COMMISSIONER LEMAN: In which case it would 
19 be reasonable to expect that you would make money on 

0 it? 

4 MR. TATE: The larger ones could possibly make a 

prorit 

'2|, / but I would say that the smaller ones are likely losing 
3 on it. That is the narrowness of the margin. 
4 COMMISSIONER BROWN: I have one or two 

5 questions to ask. Discount houses have been mentioned 
‘o| several times, and I notice in each case they have 

‘| been referred to as’ "they", which would imply that 

‘| they are not members of your association. 

4 : MR. WOODS: No, that is not quite correct, 


because there is a discount house member of the 
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association. This is a little fuzzy. It is a matter 
of terminology. 

COMMISSIONER BROWN: Everybody referred 
to the discount houses as "they". 

MR. WOODS: The discount phenomenon is a 
most interesting development. Perhaps I might be 
allowed to give my own view on this Subject, which 
view may be contrary to that of, very large and very 
fine retailers. I really think the function discount 
houses perform has been a healthy one in many respects, 
and other retailers are taking leaves out of their book. 

For example, there is the elimination 
of selling functions within the store. That is one 
of the essential characteristics of the discount venture. 
It is quite surprising to see the extent to which other 
retailers are following that practice. There then 
is the aspect that in their stores they put their 
merchandise on open display -- this is a large factor -- 
and they have adequate parking and a good amount of 
publicity and advertising. I would not like to say 
that there is no difference between a large department 
Store and a discount store, because there is, but 
many of the essential characteristics of the discount 
store are appearing in conventional stores. Our own 
stores aredoing this increasingly. We have open displays, 
and we have well-informed sales people in which respect 
we probably are different from the discount store. 

We are concerned about parking, and we 
are concerned about the promotional and advertising 


image that we pass on to the public. Many things that 
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are important to the discounter are also important to 
the conventional retailer. We are all Serving the 
public. | 
COMMISSIONER BROWN: The second question I 

have to ask involves a matter of opinion. There was 
a discussion on the extension of credit in the service 
part of life such as travel, education and so fortht 

Is it your opinion that this is going to cut down on 
the amount of credit that is granted for the purchase 
of goods, or is it going to result in an overall increase 
in consumer credit? 

MR. WOODS: I do’not know. I wonder if 

Mr. Southmayd would care to comment on that. Perhaps 
I might interpose one thing. It may be that increased 
competition in the retail business, placing somewhat 
greater emphasis on improved values, might under 

the pressures that retailing is subjected to presently, 
make goods relatively more attractivethan Services. 
I do not suggest for a moment that services are going 
to drop off as a long term trend, but the values offered 


at retail, I think, are tending to improve. I am 


referring to the physical things that are sold in stores. 
This might tend to counterbalance a tendency, or a long 
term trend, towards an increase in the amount of money 
Spent on services. 

COMMISSIONER BROWN: It is important in the 
context of how far consumer credit is going to increase, 
and what is a proper level for it. Is this going to 
be at the top, or --- 


PROFESSOR SAWYER: Perhaps I can make a comment 
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on that. I think in part we have to look at the 
characteristics of the family unit that may borrow 
for travel purposes, let us Say, or education, as 
Opposed to those who may borrow for the purpose of 
buying durable goods. It may be that families that 
are already well along in what we call the family 
life cycle -- that is to say, families whose children 
are grown up, or are through high school -- which are 
no longer under pressure to obtain larger houses or 
additional household appliances, or which may even 
have a tendency to move into a smaller house -- this 
sort of family that previously had been borrowing 
heavily for durable goods may now consider itself 
free to travel anda will borrow for the purpose of 
travelling and seeing the world, or they will borrow 


money, to see their children through university. 
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Whereas if the family is newly formed with no children, 
and so forth, it may be that they are borrowing for 
durable goods. If this assumption is correct, then 
Ene tendency to borrow for services may be in addition; 
that.is to say, families which would otherwise not 
have borrowed, families that have reached the end. 

of their borrowing and may not borrow for services. 

It is in addition to it. That is to say, from the 
overall point of view it would be an additional 

volume of consumer credit outstanding, but I think 
the crucial point is whether one looks within the 
individual families and says, "Is the individual 
family ce biie e the total amount of credit it 

has outstanding; is it Substituting one for another?". 

COMMISSIONER BROWN: You have no figures 
on this? 

PROFESSOR SAWYER: I would suggest that 
possibly the surveys on liquid assets and indebtedness 
which the Dominion Bureau of Statistics have been 
carrying on for the last ten years or so might be 
of considerable help in obtaining further information 
in this area, but as far as I am aware none is avail- 
able in Canada at the present time. 

COMMISSIONER BROWN: Thank you. 

COMMISSIONER GIBSON: Mr. Chairman, I would 
like to go on to examine a little the borrower and 
the economics of the household. This is a very interesti g 
analogy, and it is rather nice to see the economic family 
Calculating everything so precisely, and so on. I 


would like to ask you about some of the concepts here. 
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You make the statement that the household is under- 
capitalized. What does that mean, in relation to what? 
PROFESSOR SAWYER: This, I am afraid, is 
really a suggestion and not a result of any direct 
evidence, but rather an inference from the behaviour 
observed in families over the past decade and, indeed, 
it is conceivable that the tense of the sentence should 
be the past instead of the present. 
That is to say, we have witnessed a rather 
large addition, I think, since the end of the war to 
the stock of durable goods in the household sector of 
the economy, and the suggestion is that the households 
themselves felt that they didn't have the stock of 
capital equipment and the physical needs in the house 
itself, and what we are witnessing is a. building up 
of the plant, if you like, or the house, and the 
equipment with which to operate it. But any statement 
as to whether a particular family or groups of families 
are under-capitalized is really a subjective evaluation 
that the family itself must make. All the economists 
can do is infer from the fact that families have 
continued to add to their stock of goods, and have 
been willing to pay the price for credit accommodation 
in order to do so, that they feel that the benefit 
of services that they obtain from this capital equipment 
is substantial and in this sense that they have somehow 
improved their position by adding this capital to their 
stock. But it is usually an inference on the assumption 


that in many cases, or in most cases, one should say, the 
calculation -- 


family somehow rather.roughly makes this/and very early 


iy ea 


ao) i 


-rebru 2) bfodsenon edt texts Semedete ‘edd oferty 

Ttetw oF noliefer at ,iaem Jsat seop ted -besiles igae 
el ,Ofents me f .shd?- :ARYWAG AOSeStORT a 

}) P6es/6 ye Te a tom Site doltasyguue ss ¥Lf 

qoivered ef? mos) someds iat tte) redder dud .oonebt 

,Seshet hes sbsoeh Jesq one tevo esliine? al Sayges 

iiveds sonedase sdt I sense? odd tad? eldervisodos el 

| -tyoee19 edd to. bavtenk Faaq ond? 

wetter § Seaszeniiw sve sw .¢¥ee oF Bl Jan? 

at “sw od¢ Te Bee scdv gente olaldy D .noLssobe oa vel 

lo 199998 Diodesucd eff AL eboog sideaub to asowe 


koledaavod sid tedt cL mottveegqua edd base. ymontoss ahs 


4 
, 


vs od? svad o'ablh yod? tetd tis. eev lessee 


a. 

savod aa! ni abeen feotaytigq sit bas Joengivpes letiqeas 
4 

gu aalbtived & 6 gnfteasttiw eis ow gedw tle  isete 
& ; 


ai? Die ,ebyod eds 10. ,etlf voy ti .Jael@ ede Ge 
Tenerera yas. Ine 7 O7eTSgO GF soldw ailw guemglvee 


Siifmes Io “wonorts t6/ vilmet islvoliueg 6 red’enw oF Bae 


. 


aolgogulave svldvetdve 6 vilsen af besilesloseo- ebay oom 


aseiqgdeoe aty LILA ,Onsm J&um IfLeett vilmel sat Fees 


oveh eetlf{towei tedt tos? ede moet retat el ob ae) 
- 
‘ 


Svea Eas ,eboos tf Moote afeds of bbe oF ‘bough 
hers spomitogse Itbero 0% eeteq edd veq oF gatifiw eed. 


i} ce tos 


jstoned of Jans loet yoy tent [oe 2b ot t)8bs6 w 
hou lupe Iagige aeldt sav? aistdo yedd ted? eoolvess Bt 
T3008 svéa Yods ted ssaee elds dE-bas fettastedue | 


Went oF ledigao etdd golebe yd nolttteog sleds berverqiiel 


iolvenvese eff ao soneretal as yilsuew ei Ji gua see 


ie. cae Olueda onO , 59680 Team al to ,Beses Yosm al We 
= 7 ii sivoleo 


4-759 YS Dielelay esitan Tidaveot -tsdsen wottiomos 


2 ore 


1| in our presentation we have used a model of a rational 
2) calculating family simply to illustrate the sort of 
3| things one might do -- but still most families probably 
4| make this rough sort of decision. They decide whether 
5| they want to spend now or whether they want to add to theilr 
6| stock of durable goods and consume services of these 
7| durables in the future and the mere fact that they have 
g| been adding to their stock of durable goods seems 
9] to suggest that they, in their own minds, thought 
10| that an increase in capital was deaipacien ts don't 
11 Know whether this really answers your question, sir. 
2 COMMISSIONER GIBSON: I can see your argu- 
13] ment that they were under-capitalized after the war, 
14| because in relation to what was customary, and so on, 
15 they were short of these things. More recently one 
16 does things in relation to what you may have and 
17 what the other fellow does, but you are really rationaliz ng 
18 the past rather than saying that the household is under- 
19] Capitalized with real capital now, is that correct? 
20 PROFESSOR SAWYER: Yes, the statement was 
21 intended as an inference from past behaviour of the 
22| households, rather than a sort of an evaluation of 
23| the present state of the consumer sector. 
24 MR. ELY: Would it be under-capitalized? 
»5| Or a greater desire at certain times in the family 
'6 life cycle when you are starting a home that there 
7 might be a certain pte of keeping up with the Jonses 
8 or starting off with perhaps more than they absolutely 


7 require, and "desire" might be the word rather than 
| "under-capitalized". 
| 
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COMMISSIONER GIBSON: Yes. 

PROFESSOR SAWYER: I think in part this comes 
back to this increase in family formation which we 
see for the future, and for this group of new families. 
Again this is the sort of behaviour which is being 
observed. 

COMMISSIONER GIBSON: But you have built 
sort of the model here, and I would like to try out 
Some of the other concepts. You say, for example, 
that the return on investment in durable goods is 
high. Now, from the calculations that you made, I 
Suppose the: charge is very-high for renting, but what 
are your other charges when you make that statement? 

PROFESSOR SAWYER: I am inferring again, 
and this is only an inference based on the fact that 
Since the household has been willing to pay the price 
for credit accommodation, that the benefit that it 


receives from the’ goods that it has purchased on; credit, 


own minds, is worth the cost of this credit accommodation. 


I am not aware of any attempts that have 
been made at the individual level, : 1... I think this 
would have to be done on some sort of a survey basis 
with individual familiesant really trying to evaluate 

wWhether the family has actually been rationa 
in its decision to seek credit accommodation for this 
purpose. That is a very tricky thing to do. There 
is a limited area in which the family has the 
Diternative of either renting or buying, and one can say 
then that by buying the goods they are avoiding paying 


rent for them, and equate the value of the services they 
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obtain from ‘owning the goods with the rent they would 
otherwise pay for having them, «one should take 
into account the price of ¢redit accommodation and 
the cost of the Capital goods to’ see..whether this has 
really been a "profitable situation for the: hausehola".; 

One tends to get mixed up here with two 
things, which I think one might:: sort out. One can .attemp 
to construct a little model which is useftl for- explainin 
this behaviour and for forecasting what may happen in 
the future to fairly large &roups. The. model :: 
may not explain the behaviour of any particular indi- 
vidual, but on the average ut works very well as an 
explanatory device. On the other hand you can try 
to lay down some norms, or basis for rational behaviour, 
which the household should follow in order to do things. 
We have really more concern with the former; that is, 
an attempt to develop a model which explains the 
behaviour of the consumers. 

COMMISSIONER GIBSON: I think it is a very 
interesting attempt, but frankly I have the feeling it 
is a rationalization of what has happened. For instance 
you make the case that there probably isn't any mis- 
allocation of resources in the expansion of consumer 
credit because you assume that the consumer fully 
understands the cost of credit and is, in fact, making 
@ productive investment with his eyes open, and is 
looking for other alternatives, and.so on and so forth. 
This is the assumption, isn't it? 

PROFESSOR SAWYER: There is the difficulty 


in many cases of the consumer not knowing the price of 
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credit accommodation to him, but in the cases where 

he knows this, we assume that the consumer is acting 
rationally. Indeed, in most cases the basic assumption 
of our society is that we do not question consumer 
behaviour; we assume that the consumer knows what he 
wants in most cases and proceeds to do the things which 
will maximize ‘some sort of a subjective return, whatever 
iteis, to him. 

COMMISSIONER GIBSON: A consumer is the 
king, so to speak. 

PROFESSOR SAWYER: Yes. 

COMMISSIONER GIBSON: But it doesn't mean he 
is rational. I have heard the theory propounded that 
the reason people buy washing machines and refrigerators, 
and so on, is that they move into a certain group where 
the people around them have these things, and the wife 
wants these things, and the people at the plant have 
them and their friends have them, and it is conforming 
to the social pattern in which they live, and a lot 
of people hold the view that they don't make these 
Calculations at all, they just sort of move along where 
they happen to be. I suppose your argument is that 
there is a sufficient margin, enough economic men and 
women to act on the fringes of these groups? 

PROFESSOR SAWYER: I think in part this is it. 
This may account for some of the shifts in sources 
of consumer credit that we have seen over these periods. 
It only takes really a few calculating rational indi- 
viduals to find out that there is possibly a cheaper 


Way of obtaining something, and I am speaking very 
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generally here, before this news spreads very rapidly 
and everybody is doing it. 

COMMISSIONER GIBSON: But a lot of people 
are emotional; they like to conform. 

PROFESSOR SAWYER: If this is what they 
want to do it is rational behaviour on their part, 
isn't it? I am working on the premise that whatever 
he wants to do is really rational; I think I am 
defining my premise that way. 

COMMISSIONER GIBSON: You are saying that 
they make precise economic calculations and weigh 
the alternatives, and this’is the thing I am questioning. 

PROFESSOR SAWYER: No, I am sorry, sir, 
I don't think we have really said that all families 
do this. 

COMMISSIONER GIBSON: No, you admitted 
there are a lot of exceptions. 

PROFESSOR SAWYER: Yes. 

COMMISSIONER GIBSON: But you have suggested 
that this might be a sort of underlying direction, 
and it may be, I don't say it-is not, 

MR. WOODS: May I make a comment? This 
may be the broad scattered behaviour with an underlying 
trend, as you suggest. We have had experience with 
some of the people in our busiress who presumably 
have calculated rather unwisely and they have stubbed 
their toe on economic problems, so to solve this -~ 
and one particular case that comes to my mind -- the 
individual has sold his motor car and he is re-drawing 


his budget within the limits that he can accommodate it. 
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Other people -- like myself, I can never 
be sure how much money I have in my pants' pocket -- 
but it varies all the way from a person like myself 
to somebody who has stubbed his toe to somebody 
else, who is also in our business, who does know 
precisely what he is spending on capital goods and 
relates that to his income and his anticipated income, 
and he has a very clear idea and he is making very 
rational decisions. The first one was not making 
very rational decisions, but having come up against 
a barrier, he is making rational decisions and is 
trying within his limits. 

COMMISSIONER GIBSON: You constantly have 
people that are living out of the area that is 
reasonable and are getting into trouble and then 
looking at the facts of life. 

MR. WOODS: This has happened to us in 
‘the last couple of months, and I think it is pertinent 
to the subject and within broad boundaries this 
must happen. Somebody gets into trouble and if they 
are well coached they can get out of it. They may 
Over-step the reasonable boundaries. 

THE CHAIRMAN: I am sure you are not suggesting 


more people get into trouble with more rational 


decisions? 
MR. WOODS: No. 
COMMISSIONER LEMAN: And you built a little 
model to prove that a family may be under-capitalized 
not 


if it is/a two-car family! There must be people 


trying to do that in the States now? 
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1 MR. WOODS: A friend of mine was telling 

2 us about a friend of his who used to drive a very 

3 large car and it ate up gasoline at a fierce rate, 

4 and they recently acquired two modest-sized cars and 
5 they are now a two-car family and it is costing less 
6 to operate the two cars than it did before, 

7 COMMISSIONER GIBSON: Those are all the 

8 questions I have, Mr. Chairman. 

9 THE CHAIRMAN: We will adjourn now for 

10 15 minutes, 


11 --- Recess, 
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THE CHAIRMAN: We shall now resume. 

MR. WOODS: Mr. Chairman, there may have been 
some doubt left in your minds as to this problem 
of the profitability or unprofitability of credit 
granting on the part of retailers. I think Mr. 
Southmayd might be able to comment on.this and dispose 
of what aay tbe an area of confusion in your minds. 

MR. SOUTHMAYD: Mr. Chairman, there was 
possibly some wrong inference drawn from the answer 
given on this matter. Just to recap, I think the 
Statement was made that credit is used as a tool 
of selling merchandise and that the large companies 
do not Feet mi riem al ose to. make: a ¢redit 
Operation break evenly. There were no precise figures 
given on this but I think the fact: 4si. that. the - 
large companies within themselves have figures which 
satisfy them that the granting of credit on the basis 
they are doing it is satisfactory”to them and a 
benefit from the merchandising veiwpoint. But you 
cannot generalize on this, for there is no agreement 
between companies as to the elements which should go 
into the boete of handling credit transactions. 
rb this connection it might be interesting to know 
that in the United States the N.R.MA. ton-'-). 
trollers and credit groups have been endeavouring to 
establish standards on which they could figure out 
the normal cost of doing credit business in an 
ordinary operation. They have not been able to get 
a on which elements should be included 


to come to any standard conelusion, but each individual 
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1 company on its own maintains sufficient statistical 
2} data to satisfy itself that it 1s not having a 

3/ substantial loss on this. Does that answer the 

4! question? 

5 | COMMISSIONER BROWN: I am very pleased 

6 to have this answer, for I was getting a little 

7| despaired that the sophisticated retailer did not 

8 know the cost of his credit but he was making the 

9 assumption that the unsophisticated purchaser did. 
10 MR. SOUTHMAYD: We were concerned that 


this was the impression given. 


“ COMMISSIONER BROWN: I should like to move 
4 on to the question of the responsiveness of borrowers 
aa to credit conditions. A considerable part of this 

15 


has already been dealt with. We have got the picture 
16 that the price of credit apparently does not change 
17 and, in the sense that the grantor of the credit 
18 does not really know what his cost is other than 
19 on this general basis which you have just enumerated, 
~20/ presumably he is not in a position to judge whether 
21 he should change his credit costs to the purchaser. 


22 My question is: Is there in fact a change of cost 


23 to the purchaser? 
a MR. WOODS: Depending on variations in 
25 
the economic cycle? 

% COMMISSIONER BROWN: Yes. Is this based 
2 
i! on your costs or on your availability of funds, or 
28 

| is even this not a factor? 
29 | 


MR. WOODS: I wonder if Professor Sawyer 


oO 


has any views on this in terms of the cycle, and perhaps 
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those technically involved in credit could answer 
the question, 

PROFESSOR SAWYER: I think it would be 
better for the credit people to speak first. Would 
Mr. Upshall speak on the operation of consumer 
crediv? 

MR. UPSHALL: Are you asking the question, 
sir, 1s this based on an increase in the cost of 
money ? 

| COMMISSIONER BROWN: I am merely asking 
the question: At any stage in the cycle do you 
vary the cost you charge the consumer? 

MR. UPSHALL: Normally we ab not. Are 
you asking whether we lower our costs to the consumer 
if we run into a depression, for instance? 

COMMISSIONER BROWN: All right. 

MR. UPSHALL: No, that is not normally 
done. 

COMMISSIONER BROWN: Do you vary your 
credit terms, which is a way of lowering costs? 

MR. UPSHALL: Not as a rule. I think 
the Geadeiae a rule does not vary it in relation to 


the economic cycle. 


MR. TATE: The cost to the consumer has 
been kept relatively on the same rates or same basis 
for a good many years. Competition is the thing 
that forces us to stay on these particular rates, 

SO we do not look at our costs to the degree we might 


because we want to get the volume of business out 
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COMMISSIONER BROWN: Does this tend at 
any stage to make credit easier to the consumer than 
it would otherwise be? 

MR. TATE: The mere fact there has not 
been many changes is, I think, your answer to that. 
The only way we make credit easier is by bringing 
new forms of extension of credits, such as the 
revolving and continuous types, in order to suit 
the particular customers who were taking these things 
under the old 30-day ptestane ins were not to a great 
degree being set aside in the same way. 

MR. SOUTHMAYD: "I think, sir, it might 
be fair to comment that in the long run there has 
been a relationship between increased costs generally 
and an increase in the price of credit. If you go 
back a number of years you will see that this is 
indicated . However, in the short-term the composite 
of the makeup of the cost of credit is such that in 
any particular business cycle the factors might not 
be of sufficient importance in the mixture of the 
factors to result in any significant move in the 
shorter term. 

COMMISSIONER BROWN: This pretty 
Well disposes of it. You have no measure of responsiveness 
because there are no changes. 

COMMISSIONER GIBSON: What about 
advertising. Do you not increase your advertising 
at times when competition is pretty keen and it is 


difficult to get sales? 
MR. SOUTHMAYD: I should like to answer 
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Commissioner Brown's question Tirso, it L may. 
In the original instance the revolving charge or 
revolving credit back in the early stages was ata 
rate of possibly one per cent per month. The standard 
over the years generally has gone with increased 
costs and increased prices. 

COMMISSIONER BROWN: What is it today? 

MR. SOUTHMAYD: I think the average is 
around one and one-half per cent. 

COMMISSIONER BROWN: One and one-half per 
cent per month? | 

MR. SOUTHMAYD: “On the balance, 

COMMISSIONER BROWN: Did this bring about 
any change in consumer demand? Was there a reluctance 
that was evident at all on the part of customers 
to this increase? 

MR. TATE: Not generally, no. 

MR. SOUTHMAYD: It was in line with other 
trends, 

COMMISSIONER BROWN: Did this increase 
come aboutupretty well at the same time throughout 


the industry? 


MR. TATE: No, it was well spread over, 
It: went more in sections than it did across the 
whole industry. 

COMMISSIONER BROWN: And the consumer 


was so unresponsive to this change that everybody 


moved up to this level? 


MR. TATE: If all merchants in Ottawa, for 


instance, changed then there would not be any resistance 
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to it. If half of them changed and the other half 
did not, then there would be a certain amount of 
resistance to those Whe had changed. 

COMMISSIONER BROWN: How did this unanimous 
change come about ? 

MR. TATE: It is not unanimous even yet. 

MR. WOODS: Might I sea what happened in 
our business, for outlining a specific case might 
help explain this point. We have had conventional 
charge accounts. We are not in hard goods. We are 
in consumer apparel and certain domestic lines, 
and we have had a conventtonal series of charge accounts 
in our 38 stores for a number of years. We wanted 
to extend that service so we now have a revolving 
credit system installed. This was only completed 
in our stores in the past three or four months. 
We began experimenting with it a year and a half 
ago and we sought advice from the N.R.M.A. and from 
Substantial retailers in Canada as to how it should 
be done and I think we came up with something unique. 
It seems to serve our purpose and it is the kind of 
credit we are prepared to give. It has a fixed 
amount of repayment per month. There is areurece ane 
amount of $80 for credit and a fixed amount of 
$10 for repayment per month. Therefore, the account 
can be extended for a period of eight months. For 
that service we make a dollar charge, which in the 
case of our Walker stores amounts to a service charge 
of Head per month if the amount is $80 to $90. 


This service charge of $1.30 is added at the monthly 
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period to the account. This has been received very 
well indeed by consumers, and we have had people tell 
us they are very glad to have this kind of facility 
available which previously had been available only 
from larger retailers in the larger communities. 

In terms of timing and type of credit this has come 
along through our development. We were concerned 
about various things our company should do to develop 
its future, including such matters as adding new 
Stores, modernizing old stores, adding additional 
types of merchandise, devising new merchandising 
record systems which would’ make our operation more 
efficient. We wanted to develop our credit business, 
and in the over-all scheme of things the development 
of credit is a fairly minor matter, for I think we 
are likely to improve our business more by other 
devices. However, one of the tools in developing 

our business is undoubtedly the development of our 
credit system which has been devised with the help 

of others but which I think is unique. In terms of 
timing it has not come along all at one time and in 
our case it has just been completed in the last several 
months, 

COMMISSIONER BROWN: In other words, this 
is a responsiveness to a service? 

MR. WOODS: In terms of developing the cost 
we have had quite a remarkable acceptance from our 
customers for this form of credit and with respect 
to ata made for it. I think it is something 


we have contributed to the communities where we 
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operate, It is something which in many cases we 
did not have before for our credit merchandise. We 
feel that the cost is competitive with the best 
practices in the industry, drawing on expericne 
both in the United States and in this country. 
COMMISSIONER BROWN: If the borrower has 
not been responsive to any. changes because there have 
not been any real changes that he has been capable 
of measuring, has there been a pattern with respect 
to his use of credit? I mean, has a demand for 
credit from the borrower varied on a cyclical basis? 
PROFESSOR SAWYER: Yes. I think the data 
we have indicates there is a bit of a time lag. That 
is to say, when a slow-down in the rate of increase 
in Gross National Product occurs this gradually has 
its effect on the spending habits of families and 
shows up with a bit of a cut-back in consumer credit, 
and again when the pace of economic activity speeds 
up you can see a bit of a time lag. It seems to me 
On the basis of what we have heard so far that this 
is more related to the effect of the business cycle 
on the income and employment opportunities of the 
borrower than, say, on the nace of credit accommodation. 
COMMISSIONER BROWN: Has this variance been 
the same or greater than the cash sales of the same 
type of goods? 
MR. TATE: No. My feeling is that there 
is relatively little change in the percentage of total 
Over a ats os of time. It has remained fairly 


constant with little fluctuation. I think the question 
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you raised was whether there was a greater demand 
for credit in relation to total sales, and my answer 
is no. There are little fluctuations over quite a 
long period of time in percentages of credit sales 
to total sales. 

COMMISSIONER GIBSON: Thinking of the 
response of the retailer himself, are there other 
factors than varying the cost of credit you may add? 
Does advertising of credit facilities and credit 
terms vary with changes in general economic conditions? 
Are you a little more finicky after you have had a 
big increase in growth and when perhaps you are 
getting more difficult accounts? Do the terms change 
from time to time? 

MR. WOODS: I think, sir, probably the 
credit grantors are a little more careful if Reg 
are running into difficulty in payments. Certainly 
they watch new purchasers in that area. That is a 
small area of the total group, buying on credit, 
but I agree with your comment. We probably are a 
little more restrictive as to what you would call a 
good credit risk. 

COMMISSIONER GIBSON: At a time like 1956 
when money was again tight and the banks were in a 
position where they had to ration credit a bit, would 
this be regarded as a signal to tighten up on your 
credit terms a bit? 


MR. WOODS: Not on the terms so much as 


On the granting of credit. 


COMMISSIONER GIBSON: That is what I mean, 
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your selection of risks. I think you do tighten 
up and are more strict. That applies pretty generally. 

COMMISSIONER BROWN: Then there are 
two. elements in this. One is that under such 
circumstances there is a lower demand for such credit 
because there is also a lower sales volume anyway, 
and in addition there is a lower supply because you 
are a little more reluctant to grant the credit. 

ite TAL ee! Lerbirinie sos 

MR. SOUTHMAYD: There is a third element 
that works against this. When over-time is being 
reduced and incomes are being reduced there are 
more good credit risks coming back into the market. 
Some people who in the high point of the cycle might 
not wish to use credit but have good credit backing 
or are eligible for credit come back into the picture, 
and this is an offsetting factor against these other 
things you have talked about. It tends to level out 
the total demand. 

COMMLSSLIONER GIBSON: Do you tend to increase 
your advertising at times like this so that you can 
get a bigger selection in order to get more good 
risks? 

MR. WOODS: May I comment on that? I 
would think historically it does not seem to be that 
the proportion of the dollar sales volume devoted 
to advertising increases in times of business depression. 
There seems to be a tendency to relate costs to the 
volume of sales anticipated, and we attempt to maintain 


@ percentage of our sales in our advertising budget. 
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In terms of advertising credit I think we are 
presently doing abit more advertising of credit because 
of this new plan we have established. But our 
advertising in general, I should think, would tend 

to conform to the operation in our sales levels. 

COMMISSIONER GIBSON: I was thinking of 
advertising credit and credit facilities. 

MR. TATE: I think your premise is quite 
right. Sales is the first consideration. I think 
you are on the right track, that when sales are going 
down we will certainly take another look at the 
factor of whether we can advertise slightly longer 
terms, whether it would give us additional business 
or whether we should change our form of credit in 
order to get back part of the volume of business that 
is going. Your premise there is correct. 

COMMISSIONER BROWN: You make quite a point 
of the fact that monetary policy has relatively little 
effect or no ae on consumer credit, and you go 
further and say that it is wrong that it should. 
However, if I read these inferences in this brief 
correctly, you feel consumer credit should be left 
untouched. 

PROFESSOR SAWYER: What we are saying is 
that consumer credit should not be singled out for 
Special attention, but the general tenor of one 
of the latter sections here is an indication that it 
is possibly some of the imperfections in the credit 
market that have contributed to this lack of sensitivity 


and that possibly the removal of some of these might 
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1 make the consumer credit market Slightly more 


2 sensitive to changes in general monetary conditions, 


3 I was not aware there was anything in here that 

4 argued against consumer credit being sensitive to 

5 general changes, changes in the monetary policy such 
as a change in interest rates or so forth, which were 
: designed to affect all sectors of the economy. 

. These should work through the price system and have 
? whatever effect they might. 

a COMMISSIONER BROWN: But apparently they 

i have no effect on consumer credit. 

a2 PROFESSOR SAWYER: Apparently they have not 
13 had in the past. Some of the reasons for this have 
14 


been pointed out. I am not as familiar with the 

15 various sources of financing, and so forth, as others 

16 here but we know, for example, that the rate of 

17 interest of bank loans does not fluctuate very substantially 
in business, and this may be only a small component of 

the total cost of granting credit to a retailer, and 

that py the time this is transmitted there is in 

% effect a dampening down and a disappearance. It 


takes rather wide movements in general interest 


P rates to have any effect on particular sectors of 

4 the economy. We do suggest it may be rather undesirable 
4 for the economy generally to undergo these wide 

a fluctuations in interest rates but not because they 


have any particular effect, for the consumer sector 

| 
ei as opposed to the business sector and government financing. 
| COMMISSIONER BROWN: Is it not a fact that 


the extent to which monetary policy influences business 
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PROFESSOR SAWYER: This is a statement of 
past fact. 

COMMISSIONER BROWN: ‘That 1s right. Then 
you go on to argue against specific controls for 
consumer credit, 

PROFESSOR SAWYER: Against specific controls? 

COMMISSIONER BROWN: Yes. 

PROFESSOR SAWYER: Yes, I think we must 
distinguish very clearly here. 

COMMISSIONER BROWN: What I want from you 
is, how do you suggest, then, that monetary policy 
should be operated so as to affect all of the economy ,; 
including consumer credit? 

PROFESSOR SAWYER: I think this is 
a very difficult question to answer. I am sure I have 
not got the answer to this. 

COMMISSIONER BROWN: You see, what I am 
getting at is, if you say the rest of the economy 
is affected but not consumer credit, because you cannot d 
things so violently with consumer credit, and in the 
past it has not been affected -- then you go on to 
argue against specific controls which, it can be implied, 
would bring it also under the umbrella of general 
policy. If general policy does not affect it, and 


you are against specific controls, I am not sure what 


this thesis is. 

PROFESSOR SAWYER: Let us look at what 
We are trying toachieve through the use of general 
etry policy. Presumably, what is being attempted 


is either to stimulate spending in the economy generally, 
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if we are in a period of recession, or to somehow 

cut back a little if inflationary pressures are 
threatening. If we look at the record of consumer 
spending, at least over the last decade or so it 

has been relatively stable. There has been some 
instability in the durable goods, but it has not been 
great, compared to some other sectors of the economy. 
Indeed, in recent years the whole of consumer spending 
has been relatively stable. I am not expressing 

this properly. The rates of increase in consumer 
spending have been relatively stable. There has not 
peen great evidence in the periods of recession 
that the economy has been experiencing and in periods 
of expansion, that the consumer sector has played 

a large role in these. The instability seems to be 
in exports at times, in business spending and capital 
formation .": I think there is a suggestion in the 
brief ofthe policies which might. affect these areas 

of spending -- and whether or not changes in general 
monetary conditions affect these is something I feel 
is beyond my competence to answer at this moment. 

I presume that the Commission has had the advice 

of others on this point. 

The point I am making is that the past 

-record shows that Bonetnee tt pantines except for 
consumer durables, has not been a great contributor 
to instability in this area. Even if one could make 
consumer spending on durables more sensitive to 
general monetary conditions, this still would not be 


a very large factor in the over-all consideration, 
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I think, possibly, we are Saying that general 
monetary policy is not going to have a great effect 
On consumer spending, but I think we are also saying 
this is not the sector that has been contributing 
greatly to the instability of the economy. 

Secondly, when it comes to the matter of 
selective credit controls, I think it follows that 
if the consumer sector has not been contributing 
greatly to the instability of the economy, that we 
have seen, why should it be singled out for any special 
treatment? 

Thirdly, we are making the case, I think, 
that selective credit controls are probably difficult 
to administer, and it is sometimes hard to achieve 
their objectives. We do concede that in a period 
of emergency, which might be a period in which something 
happened that caused rather sharp inflationary pressures 
to occur, eney might be used under those circumstances. 
However, I think we must distinguish between the 
periods of sharp inflationary pressure, which might 
be associated with a war or some other national 
emergency, and the type of business cycle fluctuations 
we have had during the latter part of the 50's. 

I have rambled a little bit, but have I answered 
your question? | 

COMMISSIONER BROWN: I think you have come 
back to my original question, that your general 
thesis is that consumer credit is not a factor and 
therefore sould not be controlled. Is not this just 


about it? 
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PROFESSOR SAWYER: It is the word "should" 
that is bothering me. I am saying, really, all 


forms of spending. Let me see if I can phrase this 


the way I want to. Any sector which is contributing 


to the instability of spending, one would expect, 

would have some responsiveness to general changes 

in monetary conditions. [In By: years I do not 

think this instability has been in the consumer sector; 
and probably this is the reason, in part, why changes 
in monetary conditions have not affected it. If 

a situation did arise where the consumer sector 

somehow got out of line with the rest of the economy -- 


and I do not know what you use as a measuring rod 


for this --- 

COMMISSIONER BROWN: This is what we were 
trying to get at earlier. 

PROFESSOR SAWYER: --- in terms of contributin 
to the general inflationary pressure in the economy, 
and with no other solution to the problem apparent, 
I would think the emergency use of selective credit 
controls would not only be necessary but quite 
acceptable. 

COMMISSIONER BROWN: How about fiscal 
controls over consumer spending generally? 

PROFESSOR SAWYER: I have ee Pe creek 
of the effect on interest rates. By fiscal controls 
you would mean changes in tax rates which would 
affect the amount of disposable income the consumer 
would have for spending. 


COMMISSIONER BROWN: And such things as 
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sales taxes, 

PROFESSOR SAWYER: Yes. On the income 
side certainly changes in income tax rate are one 
of the general methods of monetary-fiscal control, 
and one, of course, should be using an appropriate 
mix, depending on the circumstances at any particular 
time. This is simply a decision on the part of 
government to reduce the income available for spending. 
It does not single out any particular use of that 
spending power and say, "This particular use should 
be curtailed": it does restrict the total spending; 
and I think this is non-discriminatory and quite 
consistent with the general position we have put 
forward here. 

Again, a general sales tax is non-discriminatory. 
Lys Gr apes everywhere it is an alternative device 
either for reducing spending power or raising some 
additional funds, or a combination of the two. 

I think we tenia ine to distinguish between 
things that apply generally and the singling out of 
a particular sector or sub-sector for special control 
in a situation where there appears to be no emergency 
requiring this. But we are certainly not saying 
the government should not use appropriate monetary - 
Piscal policies to reduce total spending in the 
consumer area, if it feels it appropriate to do so, 
Certainly, fiscal policy may be the best way of 
achieving this objective, if it appears that policy, 
working through interest rates and so forth, does not 


produce responsiveness on the part of consumers. 
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1 COMMISSIONER BROWN: That is what I was 
2| leading up to. 

3 COMMISSIONER GIBSON: On the question of 
4 the importance of consumer spending as a matter of 


5 variability in the economy: your statistical analysis 


6 is not open to question, but I just wondered if you 
7 have given any weight to the place of the automobile 
8 and the automobile industry in the North American 

9 economy today. Admittedly, you are not selling 

10 


automobiles, but there is an argument the other way, 
11 that the fortunes of the automobile industry have 

12 been variable these last 10 or 12 years, and they 

13 have had quite an effect on business attitudes, 

14 and therefore expenditures in this area are a little 
15/| more important than the figures themselves suggest. 
16 PROFESSOR SAWYER: I would agree with this, 
17 Six. Lt 1S possible this may be a°-little more’ true 
18! in the United States than it 1s in Canada; but this 


is certainly generally true. It is a key industry, 


* because of the effects of the purchases of materials 
‘ and so forth by this industry on other industries, 

22 As in this and many other areas, © things that could 
23 


produce more stability in sectors of the economy 
24 such as this would undoubtedly contribute to greater 
Over-all stability. 
a COMMISSIONER LEMAN: Mr. Chairman, I would 
27 | like to change the subject now, if we are through 
On this point. 
THE CHAIRMAN: Yes. 


COMMISSIONER LEMAN: The Federation has 
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concentrated on this matter of consumer credit in 

its brief and has not discussed very much what happens 
to the retailers as an industry. Does the Federation 
get any information from its members regarding the 
source of the funds they use, their capital structure 
and the difficulties they encounter in the capital 
market? Does the Federation talte an interest in 

this for its members? 

MR. WOODS: This is not particularly a 
problem of the Federation, and I would say "no" in 
answer to that question. But while we have views 
on the financing as individuals, of how companies 
are financed as to their receivables, their inventories 
or their expansion plans, the Federation makes no 
particular point of attempting to cope with the 
financing problems of its members. This is possibly 
more a problem of the smaller retailers, although | 
they seem to be, in most cases, reasonably well 
financed, and that would be dealt with, probably 
more competently, by our association members rather 
than the Federation members. 

COMMISSIONER LEMAN: So the Federation, 
as such, would not be in a position to give the 
Commission now a typical cross-section of the capital 
structure of retail establishments, divided any 
way you like by broad classes as to size or fields 
of retailing, or that sort of thing? This is not 
even available to the Federation as such, is it? 


MR. WOODS: In terms of capital, I 


would say, "no". In terms of sales volume, there are 
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some statistical figures available as to the grouping 
of volume by size of sales. Those are Dominion Bureau 
of Statistics figures, and my recollection is, of 
1960, that those stores that were regarded as small 
and independent in the food fleld, excluding automobile, 
gasoline stations, second-hand and auction field -- 
that stores doing less than $2 ee per annum and 
having no more than one or two branches -- and I have 
forgotten the definition of a"chain store", but 
such smaller stores did, in 1960, 57 per cent of 
the total retail volume of the country, and the 
remainder was done by the darger corporate retailers, 
These figures have changed slightly over the last 
30 years. In 1930 the similar sized groups of 
stores represented 64 per cent of the retail volume, 
So in 30 years there has been a drop on the part 
of independent retail business of from 64 to 57 per 
cent. In terms of their capital, I do not know 
about that. 

COMMISSIONER LEMAN: Without looking 
at any tables that would give us that kind of cross- 
Section, could we nevertheless ask you, as independent 
witnesses here, if you have observed any changes; 
let us say since the end of war, in sources of funds 
used, say, by large retailers? 
PROFESSOR SAWYER: I have not examined 


this, 


MR. WOODS: Would you care to hear about 


Our business? 


COMMISSIONER LEMAN: Let me ask some 
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1 specific questions. For instance, has the leasing 

2| of capital assets, the sale and leaseback of premises, 
3/ say, developed in that period? 

4 MR. WOODS: Yes, I Houta think substantially. 
5| In our case -- and I can only speak for our company -- 
6) we have entered into ten shopping centres in the 


last several years, and those are all leased. We 


8 have, in addition, expanded to units which we have 

9 owned and have leased them back. They have been sold 
10 to an insurance company, which has leased them back. 
il The general expansion and acquisition of other stores 
12 


we have largely undertaken on a rental basis. We 

13 own about one-third of our retail premises, and two- 
14/ thirds we lease, either in shopping centres or 

15| conventional down-town locations. 

16 COMMISSIONER LEMAN: Would any figures be 
17 available on this on a national basis, the extent 


18 +o which this has developed for the industry as a whole? 


9 | MR. WOODS: Professor Sawyer, would you 

20 know of any statistics? 

es PROFESSOR SAWYER: No. 

‘ MR. WOODS: Mr. Southmayd? 

- MR. SOUTHMAYD: No general figures, that I 
? am aware of, | 
P MR. WOODS: Mr. Creaghan? 

o MR. CREAGHAN: .No, and they would be 


difficult figures to obtain, I would imagine, unless 
‘a you could get them from the Bureau of Statistics in 
29 Ottawa, 


COMMISSIONER LEMAN: How about some other 
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new forms of financing for retail establishments? 
Some large retail companies have used the short-term 
money market to some extent. 

MR, TATE: I think that is a new advent 
in the last five, years or So, and particularly the 
banks entering into that field of shorter-term 
financing for expansion purposes. 

COMMISSIONER LEMAN: How do you think this 
has been used? Is it being used as a regular source 
of funds by ee who have used it? 

MR. TATE: In certain nae it is replacing, 
Say, the mortgage market; -it is of shorter duration, 
of course. I am speaking without full knowledge, 
except for the fact that when our firm entered into 
it it was a new departure for us. Leasing was a 
new departure, and then obtaining funds for expansion 
through shorter bank financing was a departure in 
our case, 

COMMISSIONER LEMAN: Do you think this 
use of short-term funds, perhaps on a roll-over basis, 
as a regular source of funds has displaced bank 
borrowing, or displaced what? 

MR. TATE: It has is SpTAOSE to some degree, 
mortgage borrowing, the banks! introduction into 
that field. Am I clear there? 

COMMISSIONER GIBSON: I think,Mr. Tate, 
Commissioner Leman is talking about borrowing money 
from the bank instead of the mortgage market. I 


do not think ‘that he is talking about the short-term 


money market --- 
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MR. TATE: I think his is shorter term 
than what I am talking about. 
COMMISSIONER GIBSON: Short-term or 
commercial paper. 
MR. TATE: Yes, that is different. 
COMMISSIONER LEMAN: My question was the 
use of the money market by large retail establishments. 
You have no figures to give us on cna 


MR. TATE: None. 


(Page 5785 follows) 
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COMMISSIONER LEMAN: Your brief mentions 
that there are in Canada Somewhere around 180,000 
retail outlets. Does that figure have any relationship 
in your mind to the availability of financing for 
retail businesses? Does the fact that there is a 
large number of retail outlets have anything to do 
With the facility of financing that type of business, 
or does it have nothing to do with the availability 
of funds? 

MR. TATE: I am afraid I have never thought 
it through to that degree, 

MR. UPSHALL: Is it not true that there 
has been a trend towards the larger organizations 
having acceptance companies and issuing debentures 
against them to the public? Is that inot basically 
the method of financing in the retail trade? 

COMMISSIONER LEMAN: Do you mean fderher peat 
the whole retail business, or just one section of it? 

MR. UPSHALL: I am thinking of just the | 
credit section of it. 

COMMISSIONER LEMAN: But with respect 
to the larger establishments you are telling us 
that they are financed separately from the premises, 
and that sort of thing, but that is not the case 
with respect to the smaller establishments. The 
Smaller establishments use the whole pool of funds 


that are available for that establishment to use. 


MR. WOODS: I think on that point supplier 
Credit, particularly from wholesale distributors, 


Provided a substantial part of retailers' credit. 
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We had up until a few years ago quite a Substantial 
distributing business,and credit extension was a 
fairly important part of our function. It became 
less so during the 40's, but at the turn of the century, 
certainly, it was very ‘costae I think many of 
our customers financed themselves quite a bit by 
our credit terms which were tae than ordinary 
consumer credit terms. We had a high figure of 
accounts receivable which we financed by bank borrowings. 

MR. ELY: Did you give longer terms than 
consumer credit terms? 

MR. WOODS: Yes. ~ 

COMMISSIONER LEMAN: Let us talk about those 
establishments that have to finance the credit they 
have to extend to customers out of their total pool 
of funds. Have you any idea of what proportion of 
their total funds invested is invested in that particular 
sector ofthe business? 

MR. WOODS: No. 

COMMISSIONER LEMAN: How about the retailers 
themselves -- have they been significantly affected 
by these changes in credit availability? I am talking 
about tight money conditions and easy money conditions. 
What has been their response? 

MR. WOODS: I suppose that is largely 
dependent on what sort of development plans they had 


On hand and their own financial strength and the 


Sawyer has any views on this in general terms. Perhaps 


Other members are prepared to give their experience, 
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1 MR. ELY: No, I have not, 
2 COMMISSIONER LEMAN: Are the large 


3 coneerns better able to sail through these periods 

4 of tightness, and is it just the little ones that 

5| are more affected? 

6 MR. WOODS: No, I do not think that is 

7 right. I am quite interested in seeing smaller retailers 
8 around the country, and in the last week I have been 

9 in half a dozen towns and talked not only to our 

10 own store people but to others. It seems to me -- 

11 and I am quite surprised at this -- that the strength 
12 of the smaller retailer continues to be considerable, 
13 provided he has a reasonable margin and provided 

14 he is a reasonably good manager. On the whole, he 

15 is doing a good job. 

16 We are having the pants kicked off us 

17 by a little store in one community that is in the 

18] business of piece goods. The girl who runs this 

19 business has personality and skill, and she is running 
20 the business very successfully and, in fact, is running 
21 ur ragged, bless her heart for it. That sort of 

22 thing is being done all the time. Small retailers 

23 are doing exceedingly well, despite all other competition. 
24 It is surprising to me that this is continuing. The 

25 good retailers, small or large, are continuing to 

26 do a good, profitable business. I do not know of 

27 any good small retailer who is not doing a good job 

28) despite all this tough competition. 

29 COMMISSIONER LEMAN: But what we are talking 


0| about is the cycle here. Is he relatively better able 


Sa 


ro ane ue 


vane | hie mina M | ge | : ¢ 
i ex seas sendy’ eon ob BAAN» vet? nee 
ProLtedoy soften gmtese Ht bedeewednt 99.mip “ia, 2M 
nes earl ey ere ods at dns oa 
“wo 69; tine Hon" Dexikad bas eames nesob's Madan 

Leal dé ot anisete SI .eneddo oF god eiqoeg exeve aw 
ityoe we edd dedt -—- eldd Ja boadtqume eotup ita, baw) 
widsreblanoo eet ot gevaittooo uslisvet twelLema sd? so\% 
bebivorg ba atgnen eidetosses « gad ad pebivong a 

an ~otordw. se a0. .5egsnaa boeg SieaSHeRSE s et og. 

| Joh .boog es gates, “7 

eu tie besdlolfa: ed tog, eat goived exs eW 


sit abet gadd yd Lovemoo sto mt exota ofdstl s ve 


Biitaws 22 ona bas , [fila bas yoilenber0q aad esentasd 


: 
4 cla? eave ort felg att? jabcoy goetg 26 seontaud” 
| | . | 


| | goione: ¢f ,dosl ak ebiia vi ltletesore Yrev weontaud edt 
| en 

2@ S108 JedT ..3k 462 teeed aed aseld ,begysy tHe 

_ re ae 
ars fistet Clem’ emit eit Lfs saot gated sl sntde” 


Jrabasveqins tarivo [fs stiqash ,ifew ylyatbseoxe gntod | 


ov gmtuntenon $16 .9g18L co Liete ,stelisve: be 


- to wend som ob, x bantand elgatliowg .phoog ee 


9 


a 


dof boon « patch ton sf onw usLtgtex Llane boos 


motstteannn cguot atid tis ‘ate 


» Pak wae 


O6tisd sts em sara Jud sKAMLL SEUOIRE DAO 2, Me 
7 a | 
cia neti a mote i ae 7 


= ‘Salwalguon al slidtd tac om od gutalagave at. 
[ 
i 


Nethercut €& Young = 5788 =~ 


Terente, Ontario 

to provide competition in times when credit is 
difficult, or is he less able to do so when credit 
is. difficult? 

MR. RLY: If I might answer with respect 
to Mr. Woods' remarks, I will Say that the competent 
small retailer who is making a reasonable profit 
and who is ploughing back a reasonable amount back 
into his business, and who is using, as we do, the 
banks and his own profit as the only source of 
capital, is not influenced to any great extent by 
either tight or loose monetary policies. 

Our outlook on planning may be affected, 

but I do not think our day-to-day business is in 
any way affected. This is a personal observation. 
I think, in the light of what Mr. Woods has said, 
that it would not affect any retailer who has his 
feet on the ground. Perhaps this is irrelevant -- 
I do not know -- but this does not affect us as a: 
Small retailer. 

MR. CREAGHAN: I would agree with that. 

We have five stores in the Maritimes, and down there 
we have a less than average revenue. We have found 
no difference whatsoever since the recent tight money 
conditions were imposed, or since the devaluation of 
the dollar, and so on. 

I read something interesting about two 
years ago. I would not vouch for the accuracy of 
it, but it was in the Financial Post, and it was a 
statement with respect to the failures of different 


stores in Canada at that period of time. I think the 
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, report came from Dunn & Bradstreet, and it was their 
- opinion that about 90 per cent of these failures 
3 


was due to management. Whether a store is small 
& or large I do not think makes any difference. That 
5} is my humble opinion, and I may be wrong. I think 
6 the whole thing comes down to that. A small person 
7 can also be a very good manager. His revenue may 
8 be smaller, and so on, but in a general way I would 
9 think that the small, the medium and the large would 
10 all be very much in the same condition so far as 
11 that is concerned -- that is, proportionately in 
12/| the same condition. y 
COMMISSIONER LEMAN: So, would it be 
your opinion that the difficulty in financing a retail 
business has not been a key factor in the growth 
of small establishments? You think this is all 
related to other factors such as ability, inventiveness, 
and so on? 
MR. CREAGHAN: I think ability is the big 
factor. 
THE CHAIRMAN: If that is so can you tell 
us whether in times of tight money conditions there 
are more failures in the retail trades amongst these 
less well managed concerns than there would be in 
times of more expansive monetary conditions. 
MR. CREAGHAN: Well, I take the premise 
that the larger concerns possibly are in a position 
+0 get the more competent people to head them. They 
have, possibly, more available capital to call upon 


in times of emergency than the smaller retailer has. 
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THE CHAIRMAN: I am not talking about the 
big and the small. I am talking about the well 
managed as against the less well managed. 

MR. CREAGHAN: There are some qualifications 
that may be embodied in the 10 per cent I spoke of, 
such as Ciese matters of money and better or poorer 
management. Your question is: Have those failures 
all been out of the bracket of the smaller merchants? 

THE CHAIRMAN: I am not interested in 
whether they are small or large. In view of the 
business cycles, where there are tight conditions 
for a time which are followed by more expansive 
conditions, are the marginal operators apt to fail 
and feel the effect of tight money more than the 
others? 

| MR. CREAGHAN: Yes, I think they are, 
Mr. Chairman. 

THE CHAIRMAN: So that monetary policy — 
has its effect upon business in that respect? 

MR. SOUTHMAYD: Yes, it has. 

MR. WOODS: I would think it would be true 


to say that amongst the small organizations there 


would be a larger proportion of i11 managed concerns 


than among the big organizations. 

THE CHAIRMAN: Yes, but does monetary 
policy have ca effect at all on your business? 
Apparently it does have some effect, especially on 
the marginal concern. 

MR. WOODS: Yes. 


COMMISSIONER LEMAN: For instance, there is 
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the matter of trade credit. Would you say that 
the small. establishment is more likely to finance 
a higher proportion of its total needs through credit 
from suppliers than a large one? 

MR. WOODS: I would think so, yes: 
I think it must be a more important source of credit 
to them. I would not have ftéuret to support that. 

MR. ELY: I would disagree a little 
Lc. 1 aim inclined to think that the well managed 
Small business would be very reluctant to lean on 
Suppliers if it wishes to maintain a credit rating 
and a worthiness in business. I do not think there 
would be any tendency te lean any more on that than 
do other segments of the retailing business. That 
is only an opinion. 

COMMISSIONER LEMAN: Is there not quite 
a spread of practices? Are not some of the very 
large retailers sometimes Operating in reverse, and 
financing some suppliers? 

MR. WOODS: ‘Yes, they are doing such 
things as making manufacturing commitments in advance. 

COMMISSIONER LEMAN: That is, partly 
through contracts and partly through payment before 
delivery, and that sort of thing? 

MR. WOODS: I can only speak for 
Our business. I would say that that is not an important 
factor with us. It is important to a manufacturer to 
know that he has an assured sale of his product, and 
that we are undertaking an energetic promotion of 


the items he may be supplying us with. 
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COMMISSIONER LEMAN: If there is no 
more on this section I would like to pass on to another 
point that is referred to in your submission, namely, 
the discussion about the disclosure of the cost of 
borrowing. We have heard from many people about 
this matter of disclosure of consumer credit. It 
seems to be a very connie eae It would appear that 
One of the reasons for not having higher standards 
of disclosure, without being too concerned about 
whether it is more useful, is that it is simply too 
complicated. It has been said that it is more useful 
to the purchaser if he is-told what the total dollar 
charge is as opposed to what the effective rate of 
interest is. Can we ask you if this is consistent 
with your views on how intelligently consumers have 
been using credit? Can it be argued at the same time 
that all the purchaser should be given are Srearenence 
so that he can make all the calculations that might 
be desirable? 

MR. WOODS: Possibly those who grant 

credit would have some views on the difficulty of 
one aspect of this. If it appears necessary that 
disclosure should be increased, we would support 
that. We do see, however, some very real problems. 
There is no advantage to the consumer in his having 
disclosed to him the percentage cost, but we do think 
there is some advantage to him in disclosing the 
dollar cost. That will have some practical advantages, 
and it is administratively possible. The percentage 


cost is administratively very difficult to calculate. 
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I think Mr. Southmayd or Mr. Upshall might have some 
useful comments to make in this connection. 

MR. SOUTHMAYD: I think, Mr. Chairman, 
there is no disagreement in principle on this matter. 
We support, as the brief states, disclosure of proper 
information. The question is as to the manner. I 
noticed you used the words "higher standard of 
disclosure", and I am not entirely sure of what you 
mean by that, but it is our belief that full disclosure 
in dollarsis the standard which the customer can best 
use in appraising this matter. 

It is true that the conversion of the 
price of credit accommodation to any kind of so-called 
effective rate is a very complex matter. It is stated 
in the brief also that there is no general agreement 
as to how this can or should be done with any sort 
of accuracy. 

As you know, the Banking and Commerce 
Committee of the Senate went into this to a great 
extent. The hearings in Washington on the Truth 
in Lending Bill contains something like 1,300 pages 
of testimony on the same matter, but there was no 
agreement among the experts that this was a practical 
thing to do. 

We believe that disclosure in dollars 
is more effective. In this connection, if you do 
not mind my taking up a minute or two, there has been 
an example raised which, I think, illustrates what 


we are saying. There has been a question raised 


as to whether a customer is better able to judge the 
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1 advantage of a transaction if you give him a rate, 

2 Suppose you tell a customer that he can buy a refrigeratar, 
3] for instance, at $330 and pay for it over 24 months 

4 at an effective rate of 15 per cent, or that he 

5 can buy the same refrigerator for $320 on the same 

6 term with an effective rate of interest of 18 per cent. 
7 When you say "effective rate" oon are pre-supposing 

8 certain conditions which in normal credit practices 

9 do not exist, but assuming you can obtain these 

10/ conditions, can the customer decide on this basis 

11/ which is the better transaction? It is pretty hard 

12 for people skilled in this type of thing to determine 
13! which of these two alternatives is the better. It 

14 is our belief that disclosure in dollars is the 

15 best measure that the customer can use. 

16 COMMISSIONER LEMAN: I do not want 

17 to revive the whole discussion we had earlier this 

18| morning, but what I have in mind here is the sentence 


19/ which appears in paragraph 57: 


20 ys... We must -- in general -- assume 

Zl that provided the consumer fully understands 
22 the cost of the credit he is extended, 

23 he is making a productive investment." 


24 What is the full understanding of the cost of credit 
25| he is extended, in your view? 

g MR. SOUTHMAYD: The total cost of the 

27 | transaction in dollars is this measure of what it 
281 4 going to cost him in terms of his future income. 


| PROFESSOR SAWYER: I think this is the 


crucial point, really, that when the consumer gets 
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around to making his budget for future periods of 

time an important thing to him is how many dollars 

in each period he has to pay out. If the cost is 
given to him initially as an interest rate formulation 
then I think ultimately he has to translate it back 

to what it means to him in terms of dollars that he 


has to pay out this month, next month and so Trorth. 


| 
| 
‘ 


, seca ab: oles wet 
notte tinenct ‘one tevnedat we es | ed 

= aioe a edelemnes Od am i eit 

et-aane exerted te sus? at mtd of emeom 


Aid, Ai; 


sr See i c doh Aphis 
rr i eee Abii eit 
. : _ ’ 


eernecle abd 30d! x! 1 BC 


Ma al 


“| 
os . * 
¢ ‘ 0 i 4 Ae 
q ¥ : 
} 
i ine 
LJ ge 
Ua 
GA ii ‘ a” i} S 


ne 


af ¥ 
ee ld 


Nethercut & Young ie 5796 ry 


Terento, Ontario 


1 In this sense I think the expression in dollars is probably 
2 more meaningful. The real problem that, of course, 

= comes in is how can he compare different contracts 

4 which have different payment schedules, and so forth, 
5] and see whether they are really different. This is 

6| really the difficult aspect of it, I think, but I 

7 think when we say that the dollar cost: is more 

8] meaningful, that is probably what we have in mind, 

9 that ultimately he must translate the price of credit 
10 accommodation into how many dollars of his future 

11 income= will it take to pay off this thing. 

12 THE CHAIRMAN: When you talk about the 

13/ number of dollars, you mean there would be a separation 
14 of the number of dollars that is to be paid for the 

15 credit from the number of dollars that.is to be paid 
16]/ for the actual sale value of the article? 

17 PROFESSOR SAWYER: Yes. 

18 THE CHAIRMAN: When you talk about full 

19 disclosure, you mean full disclosure of the amount 

20 per month, or whatever the terms may be of the credit, 
21 separate from the amount per month of the article? 

22 PROFESSOR SAWYER: He should know at any 

23 future point in time the balance outstanding that 

24/ has to be paid back, and clearly understand how it 

2} is to be paid back. 

26 THE CHAIRMAN: So, he could compare that 
contract with another contract which might cost a 
little more per month or a little less per month 


28 
29 | for the credit? 


Oy PROFESSOR SAWYER: If the terms of credit are 
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1| completely different it is very hard to standardize these 
2| things sufficiently. 

3 THE CHAIRMAN: You could put it into an 

4|| amount and he can figure out if there is a difference 

5| in the length of time of the contract, he can figure 

6); that out; if he sees so much a month that he must pay 

7); on this contract for the credit’ 

8 PROFESSOR SAWYER: Yes. 

9 THE CHAIRMAN: If it is expanded over two 

10| years, and another contract might offer him a different 


11/ amount per month, for instance, and over three years? 


12 PROFESSOR SAWYER: Yes. 
13 THE CHAIRMAN: Or various other combinations. 
14 COMMISSIONER LEMAN: But isn't that the key 


15| to this problem; how is this very intelligent consumer 

16| going to fully understand the cost of the credit that 

17|| is extended to him when he compares, say, the purchase 

18), of an article that will cost him a payment of $11 a month 
19| for 24 months, as against one that would be $9 a month 

20] for 32 months; is that what he fully understands when 
21\||he shops around? Is the average purchaser able to make 
22|| the necessary appreciation of what the cost of the credit 
23 is to him if he is presented with these two alternatives? 
24 PROFESSOR SAWYER: The average is certainly 

2 not, no; I agree fully with that. 

26 THE CHAIRMAN: What was that you said? 

27 PROFESSOR SAWYER: I say that the average 
28/consumer is not able to compare two such contracts, stated 
29\the way Mr. Leman stated it. 


7 MR. UPSHALL: My point of view is that if there 
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is a refrigerator for sale and it is $300 for cash and 
if you want to finance it for 24 months, you pay another 
amount of money, and both these things are stated and 
the length of the term. If the customer chooses 

to pay cash, that is fine, it is $300, but if she 
chooses to have it extended over a period of 24 months, 
then she pays this additional amount. Now, that is 

Boe’ cost of it. 

Our view is that we are disclosing the cash 
price and the credit pride to her and that that is 
more meaningful than telling her that she is going to 
get some kind of a percentage. If she can't calculate 
the difference between the nine months term, as you 
Suggested, and the twenty-four months term, how 
meaningful is it to her to be given a percentage 
effective rate. Will that mean any more? i¢ dons t 
think it means as much; it gives her a common denominator 
that is all. 

COMMISSIONER LEMAN: You are telling us it 
is not very important for him to understand all this 
provided he doesn't get into trouble and manages to 
make sure that his future income will enable him to 
meet all the commitments he has made, and that he 
might be tempted to pay 20 per cent to some one as 
an effective rate by extending the contract rather 
than, say, purchase less to accelerate the payments 
on what he does purchase and pay only, say, 15 per 


cent, or whatever credit he has used. 


MR. CREAGHAN: Is there not a similarity 


between the retail price of this article and the price 


ne a, oat . 


: er Bek eee 


. = —_ 0 ve 
: Lao oat iN 


in (oneal ae 
nedIous y8q uOY sadtaon #¢ 10% td 
bes hesete one anata? saodd sats tr 
aencods aadotaue ody IE oma 
pete te cas ORG. at 2s saan 
haute ety dotaeg 8 T9vo sleticetnal 92 -oiee 
at Jad? wo Shpoms fendtthobe etd ae de peta 

| +32) 20: 7" “ 


a 58 


Ae 


Be edt saat ane ow saris et wey au) aa ie 
et sends weds bee 19m of -ebi7qg tthe od bail 
oy artoy at ode tent ved gertliet gett - tisk 


sisivcleo J'eso ef@ 22 .ogetaeessq)a touhall somos gem 


vey es ,wisteitaom eata sl¢ neewied sonerstilb. at 
| wont , awe? edocom <gol-ydaows edd -fre .bstae 
agsiaeors 6 asvig od od yvadiot 3h el tv igege 
ones L fexom, Yaa ,c@kem teria LfiW .eten evitse 
\rosailaaied qomne a ted sevig JS qdouw sag suneeeaie ! 
| | {iis sicsedt 
| si ei QaLlist ese voOY ~ rMAMRE AmmOTesrMNOO | 
. ai¢ct Cis bredgacebew,of win sol. tacdacogmt y26V tong 
od ssgansea base sidvesd ojnk Joys! aseqb ed Seb 
ov min sldene L[itw smoont suigdet aid font eumes 
edi dedg base ,obem esrl of etnamdlmmos ed3-ffed 
) ae soo emes oF Jaes 10q OS ¥eq atebedgnmes od ‘ef ' 
| rsdisy voertaoo s8% gathactys yd eter ovitos’ nes 
| | btenmena eat Sexelevse ot stel seadoivg . yee 
| “aq Ci. «ase tao sq bas seedionug seob sd Jad 
.beas sed ond Stben mavededte, _ 4 


qtiaelimte @ ton event 81) 3 wee as 


| seta add bas akozeue mld tose 
ay ee a ate ye 


i 


eri 


a Nethercut & Young eye Ure 


Terente, Ontario 

of credit? When this competition gets on the open 
market it will be forced down to its lowest possible 
level, one merchant will compete with the other, and 
therefore the credit is -- if it is not now -- going 
to be forced down to that competitive level. It is the 
Same way with the retail price of an article; we don't 
disclose the retail price of an article because it 
would be a very complicated affair; I mean, there are 
So many items that go into the overheac. But we know 
from reports of Dominion Stores that last year they 
made 1.75 per cent and I think this year it went up 
to 1.84, or something. We. are earning around two decimal 
Something or three decimal Something. If we 
told ‘the customer that we marked50 per cent or 60 per 
cent or 40 per cent on the cost, she would be aghast 
at that large margin, and there is a Similarity on the 
open credit market between this credit and the actual 
cash price, 

COMMISSIONER LEMAN: Well, is the summary 
of all this to be stated that you don't believe the 
average consumer considers the investment alternatives 
very much? 

MR. CREAGHAN: Pardon? 

COMMISSIONER LEMAN: The average consumer 
doesn't consider investment alternatives very much; 
he just wants this article and all he figures is whether 
he can pay for it from future income without getting 
into trouble? 


MR. CREAGHAN: Oh, I --- 


MR. UPSHALL: On the free market he has a cash 
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price and he has the price for the credit accommodation, 
which he can go out and shop for and then make up his 
mind, and we think he should be able to separate this 
from the price of the article, and we think this is 
more meaningful to him than to try to express it in 
rates. 

COMMISSIONER GIBSON: You gentlemen have 
built a model’ here of an economic family motivated by 
very fine calculations as to relative costs and relative 
opportunities, but now it doesn't seem to me you are 
Supporting this model. 

One of “the things, for example, that an 
economic man could do is to weigh, against making the 
commitments, what he might otherwise do with that money, 
if instead of spending it on a durable goods article 
he saved it and invested it. You are talking in 
terms of interest rates, but if you are talking about 
the cost of money you can see that interest rate 
comparisons are not irrelevant.l don't question the 
difficulty of doing this. 

PROFESSOR SAWYER: I think where they are 
precise the comparisons are allowed. 

COMMISSIONER GIBSON: Arguments have been 
presented to us that they are no more relevant than 
the cash cost of the goods. I don't say that the 
cash cost of goods is determined in a competitive 
market, but you are talking about credit and the 
importance of people knowing how much they are paying 
for it. It seems to me that is a quite different 


thing than knowing what the retailer's profit or sales 
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margin is. 

MR. SOUTHMAYD: In connection with your 
suggestion that the consumer might want to decide whether 
to invest his money,or spend it, this question of how 
he will cuse’ his. money doesn't only apply to whether 
he will buy on credit and pay the price for credit 
accommodation, it is tied up ene the whole price 
situation. He may decide not to buy it because of 
the price of the merchandise. This is a price for 
a service, and he decides whether he will buy this 
service at the price, the same as he will decide 
whether he will buy the merchandise at that price. 

COMMISSIONER GIBSON: I agree with you, 
that is the argument you are making, he has a whole 
lot of alternatives open to him, and all I am saying 
to you is that some of these alternatives are expressed 
in interest rates and you say that these should be 
expressed in the form of a finance charge. I under- 
stand your reasons, but I don't know that they fit 
in very well with the model of an economic man 
as between Rucse various alternatives. 

THE CHAIRMAN: If there is such a thing as 
this hypothetical man, I think the first thing he would 
say when he saw the contract was, "I want to know what 
the interest*rate is and I will not buy it unless I 
know, "and if he doesn't ask that he is not a model 
economic man: 

MR. WOODS: Might he not also say, and still 
te oticnat. "TJ wonder whether I can absorb these 


costs within my budget; I am concerned with the dollar 
=e) 


nu on ae oe 
ie See a i 
bs ala i a 


Laruigal of. ane nie: , si Goal ea 
ghbero toh soba; ait veg bas $thend ao wt 
soba, a Aas milw qu Sets, et ah, monte bo 
“Rg savaged 22 qua of gon silasb yea oH |» .mot 
pee solng 8 ek Ghee + Pelhoeconem add, to: bi 


edtis: we iilw sd vertedw @abiosh ed ee) 
soioob Ibéw oul ae, smn aed ~eotag edt 38 eolvass 


| .90i3q wads #6 sblinenoten oft gud Iiiw ed merited 
| aor Atty esuge I aoa TIWOLBATMMOD . —. 
atorw e ses an. .StiNem ove voy tnsaugie oft ad saad 
| ‘ wabelaa me 4, ifs Soa. yeti ov aega: sevidgemistia to. sos) 
| deaasnqas ans covlvenedis. sean TO smoe tals ek voy « 
| od bivods ssedd test eee voy bas seiex aetna 
=nsbau -937SHO Sonentt & to mo? ed? as beeaengne 
$1 woiy ihe wom tab E tad ,anoases Woy oa 6 | 


tem. 2lwonpow me to Lebom oid Utlw flow vxvev ah 


a a et a or 


‘ i 
 tevitedzetie etelvev easds meswied t 

66 guide s- cove ef. open? II 7WAMSLARD SRT” vel 
Sisow ed suid tent? odt aakdée .tan Isottedstoqyd eka 


+ eiw woot oF ope i" ,8aw Joertaos od% wae ed ody. 


‘Lebo « ton iek od stadt sles t'meecb ef IL baw ? 


| 
| 
| L eestatiott, yd dom citw x ote ef ster’ sseteuat 
| basm o.tme 


(Lite pre .yse coffe ton ed tei > MOOW .. AM 


sted. drosde feo. I sedtarie Tebeem a pm rae 


Selle’ of? dyan bemteanag me E 
T wt any 
or Uere 5 “ ree. ea 


Nethercut & Young - 5802 - 


Terento, Ontario 


costs rather than the interest rate, and the dollar 
return from the investment is equated with the dollar 
cost of financing the purchase." 

THE CHAIRMAN: Perhaps the weakness of your 
position is that you introduced this economic man. 

MR. WOODS: Well, he presented a fair 
amount of jollity during the morning! 

COMMISSIONER BROWN: I think that this 
interest rate can become a factor. Say that he is buy- 
ing something that costs $500 or something that he 
will have to finance to the extent of $500, he has 
the alternative of selling a bond of his own that has 
already cost him scfmitn he was paid a certain rate 
of interest, and in this way recovering a certain 
number of dollars, but how can he make this comparison 
unless he has it in interest rate form? 

PROFESSOR SAWYER: The rational man who 
can calculate the yield on the bond would also be able 
to translate the other way into dollars and cents. 

COMMISSIONER BROWN: But why should he be 
able to --- 

MR. TATE: He knows that he is getting so 
much on the bond and he knows that this is going to 
cost him so much in dollars and he can compre the two, 
Surely. 

PROFESSOR SAWYER: I think that there is 
a point here that is being overlooked; that if you 
have the information one way or another, and it 
is complete, then it either can be expressed as a 


series of dollar payments or as an interest rate. 
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Now, I think what the people who have the 
problem of presenting this information, what the 
retail people are trying to say here -- at least from 
the practical viewpoint of the retail administration --is tha 
they find it more feasible to present a schedule of 
payments in dollars and cents than to go through 
each individual contract, but ee complete information 
one can be translated into the other. 

COMMISSIONER BROWN: There is a reluctance 
to disclose, in additon to the dollar cost, that this 
involves an interest rate not in excess of X per cent. 

PROFESSOR SAWYER: I wasn't aware there 
was a reluctance. I am stepping out of my capacity 
now. 

COMMISSIONER BROWN: It says here: 

",,..those bills that require the 

total ‘cost: constituents of. credit. service 
charges ...\ to be expressed as a@.simple 
interest rate, are misleading, confusing, 
incorrect and unworkable." 

It doesn't say "reluctant". 

MR. WOODS: Well, there is this matter of 
the difficulties in expressing an interest rate. 

THE CHAIRMAN: I don't think it is necessary 
to explore this much further. I think we can see 
your position and understand it thoroughly. and I 
don't know that we need to continue this and allow 
for some refinements; I think it is perfectly clear 
to us. 


Is there anything further? 
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1 COMMISSIONER GIBSON: I have one other question 


2 on this: the brief does say that: 


3 "...8such a requirement would tend to 
4) promote the deterioration of true 

5 cash sale prices and thus bring about 

6 unfair practices which would harm 

7 both the cash purchaser and the instal- 
8 ment purchaser," 


9 Do you really believe this? If the cost of credit 

10 is determined in the market place, and it is a competitiv 
11 Situation and the cash price is determined in the 

12]| market place, why would this happen? 

13 MR. SOUTHMAYD: Yes , sir, we believe that 
14 it will heppen because of the practical impossibility 

15 of doing this conversion that we have been talking 

16 about. 

17 COMMISSIONER GIBSON: I understand that; 

18 enet is the great difficulty about it, but you are 

19 Saying that if it were done the cash purchaser might 

20 suffer, Is, this really so? 

21 MR. SOUTHMAYD: I think one of the things that 
22 we are saying is that because of the practical impos- 

23 Sibility of doing what would be required, you might have |to 
44] absorb the price of credit extension in the over-all pzicle 
ase the merchandise. | 

26 | THE CHAIRMAN: Absorb the costs of the 


27| impossible? 


| MR, SOUTHMAYD: Impvactical and impossible. 
29 THE CHAIRMAN: Well, gentlemen, we are 

; 

+} 2} 4 "eresting dis- 
2 | very much obliged to you for the very interesting dis 
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cussion we have had on this most admirable brief; 
obviously it was prepared with great care and we 
are very much indebted to you for the assistance 
you have given us in our deliberations. 

MR. WOODS: May I on behalf of the delegation 
express our thanks to the Commission and to yourself 
for the very friendly and helpful attitude which you 
have taken towards us today. 

THE CHAIRMAN: Thank you very much. 
Before calling the Retail Merchants! 
Association we will adjourn for about five minutes. 


‘v 


--- Short recess. 


* 
LR 


| " 
| Noktepb ced ts. do Waded ao T, yet "seo Ww) ae “on 


pode srvidated 0 i ee es 


Tiettiey oF hee agleatmrod od¢ oF dehsexiee pee PaStgxe 
LOY desde obwrnaee Sih len,. bag ulbaeltt easy ns é 


-ysbos eu ebtewot rotad OW 


} - 


ee 


oom trey wor sited? >MAMALARD SET: a 
'etnedoweMd Itere# ant gatites 910298 ni 


Peterha ovis) teods sot ansotibe Liiw ew nontes a 


e Je 


. 28958 Jxode - 


(i we 


Nethercut & Young - 5806 - 


Terento, Ontario 


1 THE CHAIRMAN: We shall now proceed with 

2| the submission being presented on behalf of the Retail 
3| Merchants Association of Canada Incorporated and the 

4| Equitable Income Tax Foundation. 

5 MR. GILBERT: Honourable Dana Harris Porter, 
6 Chairman, and Commissioners of the Royal Commission 

7| On Banking and Finance; It is pysenocn to appear 

8} before the Commission on behalf of the Retail Merchants 
9| Association of Canada and the Equitable Income Tax 

10 Foundation. The submission to be presented is in 

11 two parts. Part 1 is the submission of the Retail 

12 Merchants Association of Canada, for whom I am the 

13] official spokesman in the capacity of national 

14| general manager. Part 2 is the submission of the 

15 Equitable Income Tax Foundation, which is a new body 
16 formed by business groups from across Canada. I 

17 appear on their behalf as president of the Foundation. 
18) My name is David A. Gilbert. Perhaps, Mr. Chairman, 
19/ numerically and physically this is the smallest 

20 delegation to appear before you, 

21 THE CHAIRMAN: Thank \you very much, Mr. 

22; Gilbert... We shall proceed with questions. 

23 COMMISSIONER LEMAN: Mr. Gilbert, we heard 
24 this morning from the Canadian Retail Federation, who 
25 explained to us whom they represented. Could you 

2%] very briefly tell us the main difference between 

your association, the Retail Merchants Association of 
28 | Canada, and the Canadian Retail Federation? 

dl MR. GILBERT: The Retail Merchants 


wo Association of Canada is a voluntary organization founded 
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in 1896 and incorporated by an Act of Parliament in 
1910 to promote the industrial and commercial 
interests of the retail merchants of Canada. Our 
head office is located in the city of Toronto, and 
provincial offices are located coast to coast. The 
affairs of the association are governed by retailers 
who volunteer their services. 

COMMISSIONER LEMAN: Mr. Gilbert, I do not 
want to interrupt unnecessarily but whatever is in 
your brief we have read and it is not necessary to 
Bat ee on the record. Could you just briefly say 
whether you represent a large number of small 
retailers whereas the Canadian Retail Federation tends 
to represent a smaller number of larger retailers? 

Is that about the main difference? | 

MR. GILBERT: I think PRS explanation 
ep-in- ordersihere. As. I. mentioned,;,ourrcharter 
designates:to promote the retail interests of Canada. 
Our representation consists of retailers who are 
predominantly the small and medium-type merchants 
who subscribe to our association their support on a 
direct basis.. We have no affiliations such as does 
the Canadian Retail Federation. Our membership is 
direct. We represent over 33 rahe categories, 
Everyone in the retail business, large and small, 
is eligible for association. Our membership across 
Canada on a fluctuating basis stands at approximately 
there are who 


25,000, but/many more/do not subscribe to the organizatio 


© a voluntary basis but depend upon our representations 


as their official spokesmen. 
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COMMISSIONER LEMAN: What is your main 
procedure to help your members? What sort of 
information and statistics do oan gather from them 
in order to establish the broad areas of improvement 
that you should work on for them? 

MR. GILBERT: We aes our membership 
right across Canada from our national organization. 

Our material is sifted through our member organizations 
and their provincial offices by way of bulletins, 

trade magazines, and so on. Unfortunately we are 

not financially eee yet to get into the field 

of statistical work or research to the extent that 

we would like. However, a good deal of our work is 
along the lines of distributive education. We are 
endeavouring to make better retailers, particularly 

out of the smaller and medium-size retailers, and 

keep them daily informed on changing trends in retailing. 
In addition to this we give them representation before 
industry and before government. 

COMMISSIONER LEMAN: One of the main points 
you make in this submission is that the small retailer 
has difficulty in financing his business. 

PRONGILBERTS SThat! TecPrighty 

COMMISSIONER LEMAN: That is one of the 
main points. In your view what is this due to? 

Is it mainly because of the managerial level available 
in that sector or is it the fact that our capital 
market is not properly set up to service this industry? 
MR, GILBERT: In our submission we have 


made a point on both scores, sir. We point to the need, 
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1 in today's competitive and expanding retail industry, 

2 for managerial competency. We have also made a point 

3 that the available capital has traditionally not 

4 been easily attainable by the smaller type and 

5 medium-size merchant. We have Spelled out his sources 
6 of capital as being short-term loans from banks, monies 
7 financed through his Suppliers, some assistance to date 
8 through government - guaranteed small loans for business 
9 improvement. Beyond this, apart from ia ey REaGaee 

10 friends and relatives his sources of capital 


a 
11 are restricted, 


12 COMMISSIONER LEMAN:On“page 9 of your brief you 

13] say: 

14 " In the transition between a small- 

15 Scale and large-scale operation, the independent 
16 operater is handicapped by his lack of 

17 capital resources..." 


18 Well, how have the ones that have passed from being 

19 a small establishment to a larger one solved this? 

20 MR. GILBERT: Through a combination of 

21 management competency, through the general efficiency 
22 which was above average to be found in the industry, 
23 and very often through the efficient utilization of 

24 the capital available and taking a share of the profits 
25 and ploughing them back into his business. 

26 COMMISSIONER LEMAN: Are you telling us, 

27/ ur. Gilbert, that the capital market is so set up now 
28 that even .on investments which would provide a good, 
29 safe margin of yield, a reasonable risk is not being 


suppli¢d’ by the institutions that are in the market 
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of supplying credit? 

MR. GILBERT: We have made reference to 
this situation by saying that an easier flow of credit 
is necessary, which would imply that the present 
sources of capital are not now sufficient to meet the 
requirements-of this type of merchandising. 

COMMISSIONER LEMAN: ‘This is an opinion. 

You make that assertion: how do you document it? 

MR, GILBERT: It is an item that is extremely 
difficult to document. In our numerous appearances 
before government bodies in advocating the enactment 
of a government programme of financial assistance, we 
did make,.. I do believe, a convincing case as to 
the need for some government programme of 21> 
assistance for small business and we now 
have a federal Small Businesses Loans Act. 

Another point we have made in our brief is 
that.it is almost impossible to tabulate the kind of 
statistical information in Canada which is required 
to come before this Commission or any other with 
facts and figures. The network of organization of our 
Associatimthat we have outlined in our brief is such 
that our directors are from all parts of Canada 
and represent many municipalities. The representatives 
of our organization virtually enter every business 
community throughout the nation at least once a year. 
In this capacity we employ about 100 people, whom 
we call our Retail Merchants Association counsellors. 
‘They call on the trade and our information comes 
largely from the views which are passed through our 


board of directors on this representative basis and from 
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1 reports submitted by our field organization, 

2 COMMISSIONER LEMAN: There is one particular 

3 point you have made in your brief, Mr. Gilbert. that 

4 I should like to ask you about. I would not call 

5 it an Beeeneton but at least your opinion is that 

6] the sales volume importance of chain stores will tend 

7 to become rather stable when Se amount to about 

8 28 per cent of total retail sales volume. What is 

9 this opinion based on? 

10 MR. GILBERT: We have based this opinion 

1i/ on our studies of the market. I might say that 

12 this brief has been preparéd in consultation with 

13 Professor James M.A. Robinson, who was retained by 

14 the association as an adviser in the preparation of 

15| this brief. Professor Robinson is a consultant 

16] in marketing management and is the author of several 

17 articles in the areas of education for business, 

18 retailing and marketing management. He has been honoure 
19 as a biographer in the Thirty-Second edition of "Who's Who In 
20 America". 

21 In making the statement, we have appended 

22 to our submission a series of charts which trace the 

23 development of retailing in Canada since 1931. I 

24 vould refer the Commission to Table 5 setting out the 

25 volume of sales and the per cent of market by chain 

26) and independent stores between 1930 and 1960. The 

of source of information is the Canada Year Book, 1961. 

28) In 1930 the total retail sales of chain 

stores amounted to 17.8 per cent and the total independent 


| 
| 
y retail sales amounted to 82.2 per cent. You will 


: if Ais 
ae ope g ict He ee Coat 
ad Gt nobnigg wey ganek $9 dud ae 


Bcooyst aon es 


ode) Cb aenode tarde Se sonadrognd oe 


vith nae 
Hh csamton! > aroma ods: fete eldate acting 
Be Sas sn tov aetee fiaves tato2 26 tneo 
ro. Bl ve ie oe 
7 $1, bead nonattgo: ee 


posnsas bd bsoad sve oW- sTHEGITO iM 


t 


« 
Sy ea 


Scie uae artetin t .dooirem add to wabpesh wo 

dv tw noltsdivages at Doxagesq ceed asd Telrad a aids 
vG benietou apy Onw .nOsAtdOR LA. seme <onaatonty: 
To eotvarvageiq a8 of taetvbs ce ts aolistoocer sat | 
dnstiveqes # et mmactdos toate tory Asti ated: 


(stevee lo tarts edt sk bre tasgegesnem aritdealran a 


,Sbesifoud sol poltecube Bo BOTS ocd nt eelony: 
powono peed ead sit) Soemensmem > geebviestecaes ip sea 


f oft ctonw” "to notehbs tacoe2-yextd? ent at todqsigold & af 


bebieags sven sv. Jeenedede) acid prising iE. 
eit sosut cold advedo to eelxes s aolteatmdve 10 © 

IL »LEGL sonte spensdS oc! satileser to tnemgoLls' 
ate nO yilésea 2 oidat oF mcteakomod edt setot bf 


aiedo yd-cheytten to trac 79q sd? bas eolee to, om ae, 
“eal ORCL bas CECE psowted sonote taebmegebar be 


fORk ,toeG GeeY-abaned edt et ndtvemrotnt.to 69 


/ 


] 
t 
| | phasis Yo. Beise  Itstas Lagos ods Ofer 


qehst fetot o% bas Ineo 70q 8,14 oF, bedeoms. 


nea 


‘Atty weY .Jaey EMEP: ot bevn 


iy see el a ae 


Nethereut &é Young = 5812 a 


Toronto, Ontario 


1 radically. The reduction of the independent share has been 


a gradual 
2 /process, and in the periods between 1930 and 1950 


3 it can be seen from the charts that the independent 

4 Store, year after year, has made recoveries and the 

5 industry has stabilized itself. We foresee with the 
6 advent of the-discount house no change in that 

7 historical pattern of ate Fas 

8 COMMISSIONER LEMAN: But does the cause 

9| jie in the competitive advantages the small, nimble 

10 independent retailer might have? 

11 MR. GILBERT: Yes, but it goes beyond that, 
12/ sir. Canada has been pioneered by small business, 

13 Peels “still a ‘country of relatively small communities, 
14 apart from a limited number of urban centres, and 

15 the independent or small and medium-type retailer 

16 remains a very important segment of business in Canada. 
17 He is adaptable and able to meet changing times, 

18 although sometimes he is much slower in doing so 

19 than his larger competitor. 

20 COMMISSIONER GIBSON: Mr. Chairman, I should 
21 like to ask Mr. Gilbert a few questions about the 

22 consumer credit end of retailing. You say on page 


23| 12 of your brief: 


24 "In view of the seasonal variations in 
25 retailing and the burden the extension of 
26 credit places on the working capital 

27 resources of retailers, this level -- " 


2%! That is the present level -- 
29 " .. this level of consumer credit 


ut is particularly significant. During the 
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1 coming years, the extension of credit 
2 by retailers will become increasingly 
3 great." 
4 You feel there is a strong upward trend 


5 in credit extension, I take it, do you? 

6 MR. GILBERT: Yes, sir, we do. We 

7| have endeavoured to indicate this on the charts 

gi appearing as appendices to the brief in connection with 

g| consumer credit. 

10 COMMISSIONER GIBSON: Have you got it 

11) forecast? I have seen your tables but do you have 

12| a forecast? 'e 

13 MR. GILBERT: We would make no forecas.,. : 

14/ except to say that if the economic barometers 

15} remained the same, the trend upwards would continue 

16] at the same average rate as in the past. 

17 COMMISSIONER GIBSON: You are really 

18 saying here that you are a bit concerned about this 

19 from the standpoint of obtaining the required funds, 

20 is that correct? 

21 MR. GILBERT: Yes. 

22 COMMISSIONER GIBSON: In looking at 

23 the increase in consumer credits provided by retailers, 
entirely in instalment 

24 the increase is almost/sales and not in charge accounts. 

25 Charge accounts have been fairly stable. AmI correct 

26 in assuming that the problem lies largely in the 

27) provision of instalment finance? It is Table 11 which 

2%] gives this breakdown. 

29 MR. GILBERT: Yes, this is correct. 


One of the problems, and I think some of this was touched 


-Cdngods egiaia at Jom bas sefea\toomls af skaetont 


iu ie po pony snaciecn ae ss 
asso ont 0 wand otmotbat os" bewovs 


hal or sea oi i teind sag ov ceothseqqs eS 


“i 


8 rani shee sa a 


Jd Jog voy eVeH  :MOSELO FAMOIERIMMOD kidge ; 
sviad wee ob sud Raldsd “yoy ages eved T weaenans 

| ? _ Siesosr9% a 

Vesge702 on salem bhvow OM pRRBAITO. AM wed 

evedoqoued otuenone edt it tedt vas of SqeoKe| 

eunisdos bivew abtawdy brent exit « SSB. edd bowtemet 

.taeq, ot at ag efse opsrevs omee enttiihy 

viteer om2 SOY  :MOSETD AAMOTERIMMOD 4 

clis G00) betwiporon Iid.2 ets voy ded? sted sates, 

etbow? bextupen’ soy unilatesde' Te ttoobaats Od 

| _ Moentos tad : 5 

ue sTGITD FO | 

¥& gobicol ax + HOSETP WEMOTBEINMO os 


semnileias yo. Gebivexrq esters TOMWweHOD ot sasetont a 
dnenletant a2 pfleaives 


Jgnxton t ma .#Ldade ‘Vira’ need svad aevmisvooos sated 
odd at yloguel aell meldotg pag tsdy gninvsee 

‘otdw Ii eldeR el 22 “fs0nsn2t snmouwlstant Io ota o 
| a accel liad te 

,toetr109 Bh SIS3 ,aeY | TREGIID AM. 


‘eHOd. Soy, eitG 29 onod, ante T, bas. yamatdora: aig 
“J re ey hae 

eit, 9 OTr clam. 

re Side 


A 


Nethereut & Youg ~ SBitt 


Terento, Ontario 


the years 
observe that through/1941, 1951, 1952 and 1953 the 


independent share rose to 83.1 per cent,then dropped 
to 82.2 per cent in 1954, but it has maintained an 
average to 1960 between 79 per cent of total retail 
sales in Canada, and 83 per cent. 

We recognize that some of the changes in 
retailing have been almost revolutionary. We make 
reference Pe this connection to the large type discount 
Store which is making its appearance in Canada. For 
this reason we feel the chain-store type of operation 
wild expand to the point that we have forecast this 
figure. bs 
COMMISSIONER LEMAN: That is what puzzled 
me a little bit, why you felt this curve would flatten 
out at 28 per cent. be 

MR. GILBERT: This woulc be a natural development, 
having regard to the past history of retailing in 
Canada. 

COMMISSIONER LEMAN: But do you have an 
opinion as to what the causes of this are? Why should 
we accept this performance? 

MR. GILBERT: Based on the 30-year 


have 
period we/just reviewed; first we had the innovation of the 


ee rent we had the introduction of the chain 
food store, which has certainly made its impression 
On the food industry. However, the over-all sales 
resulting from the development of these new type 
retail outlets, and their expansion -- most of them 


of a corporate nature -- hawnot had such an impact 


On total retail sales as would reduce the independent 
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on this morning by the previous delegation, is that 
there have been certain changes in recent years 

in the charge field in relation to instalment purchasing. 
It is not an uncommon practice today to extend charge 
account facilities and then, 30 days following, to 
accommodate the customer by changing these arrangements 
at their discretion or at their will to a revolving 
charge account or to an instalment payment account. 

I think perhaps this may account for some of the 
fluctuation in 1959-58-59, according to our chart. 

But very definitely there has been a forward movement 
in the instalment purchasing, and this has posed the 
problem that we outlined in our brief in connection 
with the smaller and medium-type retailer. 

COMMISSIONER GIBSON: These figures 
for instalment credit apply to the whole retail business, 
the big departmental stores, and so on? 

MR. GILBERT: Yes. 

COMMISSIONER GIBSON: What about the 
smaller retailers? Do they stand, in so far as 
instalment credit is concerned, on their own or do 
they depend on finance companies or what? 

MR. GILBERT: They use a combination 
of arrangements. I would say that ordinarily they 
use the services of an acceptance corporation or 
finance corporation. At other times, particularly 
in respect to charge accounts, they attempt 
, to carry this credit on their own books, sometimes 
assisted by short-term loans and financing from the 


banks and, occasionally from suppliers, 


by extended datings. 
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the suppliers! credit is tightening up very much. 
So, in the majority of cases forretailers. located_in 
urban centres and medium-sized towns the instalment 
arrangements are placed through acceptance corporations. 
The: retailer in the smaller town has a real problem 
in extending these credit facilities to residents 
of their communities. The facilities are limited 
as compared to the credit facilities available in 
the neighbouring towns or cities. 

COMMISSIONER GIBSON: Do the small retailer's 
in the smaller centres send customers around to the 
banks for credit? Do they use that sort of financing? 

MR. GILBER?: We have given them | 


encouragement to do that. 


a 
Pia > 


meet ne mee 2 se 
Pastioivanogioa pometqsnos iyyoudd bee Ca one ci i 
deldowg Ipo% 5 aad awot pL Lane * er Pe oLtate 
atneblues oF eottiiiost tibexs ovedt ae tH 
pottuatt PIs. eli trrest ent stole in nyaID i. nt if todd 


fit efdsiisve set¢litea? s2bexo ad? oF bows qmoo 


| 
| ‘eotdto to anwot oeiewodtigtom, 68d 
deassicee ifame od Of sMOSEID HAVOTSeDIMOO 
| ag ot brvete evemotave brea eentaso ceLians « it 
| ‘grkonsaks. Io trer dads sey yond of Yttbors so . fe od 
necs nevis evsd 8wW : Rei ITO aM . ned 


Sty ob of tnsmegsTwOSne, 


; 


Nethercut & Young - 5817 - 


Terento, Ontario 
I might say that during the early 40's in 
Western Canada there was a situation we encountered 
Wich involved our organization in promoting the idea 
among our membership in 300 or 400 towns, in the three 
PreuriG Provinces, of going on to 4@ straight cash 
basis. * Part of the programme was to inform and 
educate retailers to inform and encourage their 
customers to approach the banks and other lending 
institutions for the necessary money to replace the 
credit arrangements they were requesting from stores. 

COMMISSIONER GIBSON: Did this work? 

MR. GILBERT: It worked ausetientty in two 
hundred towns. 

COMMISSIONER GIBSON: It has expanded then, 
has it? 

MR. GILBERT: Unfortunately it has not 
expanded. Competition being what it is, many of these 
stores in fields other than food stores, have now found 
it more desirable to go back into the credit picture. 
Here again it stems from competition. 

COMMISSIONER GIBSON: Is this because credit- 
ganting is profitable or they have to have the services 
right with their premises? 

MR. GILBERT: The service. on their premises 
is almost vital to meet competition and to plan for 
business growth today. 

COMMISSIONER GIBSON: In other words, you 

“have to do the whole business at once? 
MR. GILBERT: Yes, sir. 


COMMISSIONER GIBSON: What do you think about 
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consumer credit? I take it you were here earlier 
this morning. ae you any views, or has your 
association any views as to what the appropriate limits 
on the extension of consumer credit are? 

MR. GILBERT: We have not expressed those 
views in our brief rather delibertately. I think 
such views might be highly controversial, and I believe 
they are entirely dependent on the economy itself. 

COMMISSIONER GIBSON: Are your smaller 
members at any disadvantage in competing with larger 
stores, if they use the services of a finance company 
for instalment sales? - 

MR. GILBERT: Not generally speaking; and 
the history of retail sales in Canada will bear me 
out. 

COMMISSIONER LEMAN: I gather your answer 
to Mr. Gibson's question is that it is not a competitive 
disadvantage for the small retailer? 

MR. GILBERT: Only in the eee areas 
where he is unable to make appropriate arrangements 
for financing his paper. The expansion of consumer 
credit is posing a real problem to retailers, 
of whom we are discussing, in finding the necessary 
capital adequately to carry his accounts receivable 
Over and above any arrangements that he has made 


with acceptance organizations. 


COMMISSIONER GIBSON: There has been relativel 


- little increase in the charge accounts over the 


period and , presumably, they are being financed 


as they used to be -- partly out of ther own capital 
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and partly out of bank loans -- is that correct? 
MR. GILBERT: Yes, this is true, earcaueee a 
at the expense of merchandise on the shelves, 
COMMISSIONER LEMAN: Mr. Gilbert, I have 
a couple of other questions I would like to ask you 
about the position of the small retailer, 
On page 13 you make this Statement, which 
I shall quote: 
"Short-term bank loans contribute 
to the ability of the retailer to meet his 
Seasonal inventory requirements but they 
ane. Seldon tor sufficient amount or duration 
to promote a more rapid rate of his business 
expansion," 


I would like to understand why you believe 


this is so. Is it because the retailer does not use 
bank credit properly, or the banks will not extend 
the type of credit that he needs, despite the fact 
the bank would get a reasonable risk in extending 
the appropriate credit? 
explained in 


MR. GILBERT: J believe the point hereis, as/ 


an earlier section of ae brief ih which we have pointed |to 
the growth development by sales and by operation 

in the retail establishment, and we have produced 

a chart to appraise this growth, with the result that 

the retail outlet today is averaging in net sales 


a tremendous expansion over what the comparable outlet 


was doing, say, 10, 15 and 20 years ago. 


In order to increase sales these retailers 


are faced with the need to purchase and finance 
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additional inventories on a seaonal basis. Their 
capital structure may be such that their short-term 
lending arrangements with the bank are limited to such 
an extent that they experience extreme difficulty 

in raising the additional funds to purchase the 
additional inventory necessary to increase their 
turn-over. 

COMMISSIONER LEMAN: That is because their 
own capital structure is not the correct one in order 
to support the amount of bank credit they need, is that 
Lt? 

| MR. GILBERT: Not necessarily. _1 would 
not make this statement, for the simple reason that 
ordinarily, through the banks -- and this condition 
maintains -- the access to borrowing by the independent 
retailer, while improved in the last five years, still 
remains limited when it comes to terms of expanding 
his operation. As you understand, sir, the banks 
are limited in the type of collateral that they can 
accept from these businessmen. 

COMMISSIONER LEMAN: In general, what is 
the list or range of sources of funds for small 
independent retailers? Is that quite limited -- 
equity capital and bank loans -- or is it more than 
that? 

| MR. GILBERT: Those are two of the principal 
areas. Then there is the share of profits which it 
is possible to pour back into the business, and credit 


from suppliers. 


For instance, in the food field this form 
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of credit has virtually disappeared, certainly for 
the independent retailer. Where there were generous 
datings prior to World War II, the trend to cash- 
and-carry and to thesuperette and larger supermarket typ 
operation, and the general trend in efficiency 
have accounted for almost the total elimination of 
credit from awe Suppliers of food stores. Seven 
days datirg might be the best in many cases. 

COMMISSIONER LEMAN: This is a special 
problem in that area of food retailing? 

MR, GILBERT: Yes, this is a development 
that has occurred in the food industry. Datings 
in other industries are considered generally good, 
but we must realize that suppliers are not in the loans 
business nor in the financing business, and here too 
they find it necessary to restrict the amount of 
credit and sometimes to restrict the duration of 
terms which are granted. 

On the basis of turn-over in a retail store 
we must consider that datings of 30 or 60 days are 
not sometimes sufficient to move the major part of 
the stock which has been purchased on a seasonal 
basis. 

COMMISSIONER LEMAN: Mr. Gilbert, you make 
a number of recommendations on pages el, 22 and 23, 
and since this Commission is still in the fact-finding 
stage of its work I do not think we want to discuss 
each recommendation with you. This is not the time 
to discuss them, but it is just to get the background 


for recommendations which you make, which you can 
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be sure will receive careful consideration by us, 
However, there is one more question I would like to 
ask you as background for appraising one of your 
recommendations, and it is the point you make on 

page 15. You describe for us there how for a certain 
type of departmentalized specialty Store a sales 
volume of $500,000 would be a large-scale operation, 
but that for a small dress shop, with two or three 
employees, that would be a small-scale operation 
compared to a department store with many times 

that number of employees and over $1 million in annual 
volume. : 

In searching for criteria as to what is 
a small business, is your argument here the ratio 
Ofyprofits to: sales*ris Widely variable, or the 
ratio of capital requirements to sales? 

MR. GILBERT: The ratio of profitsto sales 
is widely varying. 

COMMISSIONER LEMAN: Is the ratio of capital 
requirements to sales widely variable too? 

MR. GLLBERT: . Yes, | 

COMMISSIONER LEMAN: So both factors are 
variables? 

MR. GILBERT: Yes. 

COMMISSIONER LEMAN: Bead that create a 
problem in arriving at a good definition of "small 
business” so far as retailing is concerned? 

MR. GILBERT: We recognize the fact there 
is a problem involved in defining a small business 


for the purposes of the Act; this has been a source 
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1| of some difficulty to the Finance Department, However, 
4} we feel that it is unsatisfactory to define "small 
business" with a sweeping statement that a small 
business Harte whose revenues during a fiscal year 


5 must not exceed $250,000. We feel that "small business" 


6 can be better defined by its money requirements. 
7 Presently the «Act stipulates that an aggregate amount 
8 


of $25,000 can be borrowed on the basis of security 

9 and the government guarantee by small business, and 

10 we suggest to your Commission that this money require- 
li/ ment in itself is a Satisfactory definition of 

12] “small business", : 

13 COMMISSIONER LEMAN: Would it be better to 
14) make the definition more subtle, to take on more 

15 variables in the definition, that would give proper 

16/ weight to these variables? 

4 MR. GILBERT: We consider this volume 


PP definition as not the best approach in an effort to 


define "small business"; and it has certainly created 


= obstacles for the operators of small business in 

4 approaching their banks for these government-guaranteed 
= loans. 

“as Simply to make a point: A. food store that 


4) 4s doing $250,000 a year is a very small operation, 
q and yet a men's wear store or a ladies' apparel store, 
26 | Or an applicance business, that is doing $¢ million 
| @ year is a substantial operation. So, we feel that 
| to attempt to define "small business" and to restrict 
the lending under the definition as it presently | 


2 
Stands is incorrect and could be, for practical purposes, 
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corrected. 

COMMISSIONER LEMAN: In your recommendation 
you say: Remove the gross revenue limitation? 

MR. GILBERT: Yes. | 

COMMISSIONER LEMAN: Are you suggesting 
it should be an ad hoc decision by those who administer 
the Act in each case, to make sure they are in the 
Small business field, or not? 

MR. GILBERT: I am suggesting this limitation 
be removed entirely from the Act, with no substitution, 
and that the application for a loan or loans up to 
the amount of $25,000 in itself is descriptive of 

"small business". Obviously, the larger organizations 
bent on the improvement described within the Act or 
modernizing programmes, are more often involved in 
major expenditures far beyond $25,000. 

COMMISSIONER LEMAN: The person who administers 
the Act, if he receives a request for a$25,000 loan, 
should he make sure that the applicant does not have 
other good sources of credit for that particular 
$25,000, or what? 

MR. GILBERT: The Act, if I am correct, in 
its present form does not make this stipulation. 

COMMISSIONER LEMAN: That is all I have on 
that score, Mr. Chairman. 

COMMISSIONER BROWN: I have one point of 
Piricctty. One of your recommendations is that: 

"Government sponsored loans for 
Small Business should be more vigorously 


promoted by the Chartered Banks and the 
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1 

Federal Departments of Finance and 
2 

Labour," 
; : 

Would not this be a more appropriate objective 
: for your association to carry out? 
‘ MR. GILBERT: Yes, and we are doing as much 
6 as we can, 
7 COMMISSIONER BROWN: Why do you need this 
8! other? oe 
9 | MR. GILBERT: I have made reference to 
10 the lending experience of the Small Business Loans 
il Act during the year 1961, and I have also made reference 
= to the fact that the number of loans in comparison 
4 to the number of chartered banks in Canada is an indication 
that there is a large number of bank branches who have 
9 not processed a single loan, 
nm It is reported to us, in numerous instances, 
d that applicants for these loans have been experiencing 
¢ and continue to experience difficulty in aepeosenine 
4 Some local bank managers and, perhaps, this is the 
y minority, for sympathetic understanding of their needs 
“a and for an understanding of the Agt. In some cases -- 
22 I had a report only two days ago -- there seems still 
23 to be a certain unfamiliarity with the Small Businesses 
4 Loans Act on the part of some bank managers. 
4 For this reason we suggest that the banks 
4 themselves more vigorously promote these loans, be it 
4 &@ programme of education.or constant reminder that 
| a is a pool of $300 million, which expires in 
29 | 


| 1963 for this purpose, and that this lending pool 


30 
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has been barely tapped, and that the normal processing 


: 4 ; 
a) fae 7 
me | [v] - ie 
- - o 7 7 
bre sonanty ic atseusitadt wren 


: ; ee ee 


=r 7 


* coded a 


syttoetide statigotqgs arom 3 et 2am ton’ bLYON ne 


7 aut 
rico tito oF moleeloossa Iey me 


aiteb eve ow bas .,.26¥  ORUETIO wa 


istet ebeci sven I <PASarIO aN 
Ast GZ LLeme. ofc L0 oa breoxe gntbast ett 
vets sg I brs , LOGE tesy oP pee aes ste) toR 
ankzok Yo tote ead Tedd Joszt sag of 

aot tf ae elt sbea nt enried bereisesia To redauin sd? eF 


P 
wierd vee Lo sedagum osveal a al etend gaeae 


jmot cigdte 8s dbesessotg Jen” 


tnd .,.eqetise .bre aveyenem sinsd [goo smee 
i : - . 
' ges ‘hewitd Yo pofonevaxvebaw offeddegnya to? «yo zones 
z 

— 89280 6m06 Gl .¢,A est to anfbastverebar os TOT Gas 
ie 


[ign amsee etsy -~ one cys> ows Yio Txogez sg dad 
eseantevl [lame edit fzivw vilisefiiigatay nissteo & ed 
- .* 
: r , 
—Siesghnuci Aded euoe To Mag envy ao JoA af 
; 
Bai(ieo. sce Jan’. Jasauwe ow moOases ekdy 30% 


Ji od .eneel Sued stometg wletosoylv atom sevieanet 


sus toby lags gasenoe co oOlseoube To sutmerg0%¢ 


| o£ as@=loxe ts oe ( MOL LL Eat OOFe to ROK PY es 


; Coon yebbass ate teat buts aie eine: ‘x or 


"a g bs) ‘ : : 


ay Dirlsasocry J ¥ i : 
. 4 al 2 ‘ - ‘ Jtle ? sie? a oe 
oi i aipamte, a! equat vi 
Cm > ieee, Sea ia ’ U : 


Nethercut & Young - 5826 - 


Terente, Ontario 
of these loans on the basis of ability to pay and 
government guarantee wa do much to encourage employment 
right at the local level, where it is so vital, 
and the movement of goods and materials right across 
this country will in turn, help our productive forces. 
So, we feel the banks .should explore every 
channel to encourage and inform small business of 
the availability of these loans. I have mentioned 
they might be advertised by the banks. Home-improvement 
loans were aggressively advertised, for a purpose, by 
the banks, who printed pamphlets,and they were 
displayed on bank beunbeee Bat over the country. 
We think that something of this nature would do a 
great deal to encourage this lending programme in its 
early stages. 
As far as trade organizations are 

concerned, we have campaigned from one end of.this 
country to the other, in public meetings and bulletins, 
ublished 
all possible material, and in co-operation with the 
winter works programme, have endeavoured to inform 
not only the retail trade but all small businesses of 


the availability of these loans and the reasons why 


they should be utilized. 
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COMMISSIONER LEMAN: May I ask a question 
on this point? Your brief at page 19 gives me the 
impression Prat you are in favour of removing the 
6 per cent legal ceiling on bank loans. What is 
not absolutely clear to me is whether you mean it 
should be removed for all areas of bank lending, or 
only for the particular area in which you are interested. 

MR. GILBERT: We have made reference to 
the formation of an organization geared to extending 
loans to business for the formation of business, the 
improvement of business and the establishment of new 
business in amounts starting at $25,000. We have 
endeavoured to point out the real need that exists 
for financing inventories and receivables of 
small business in the field of between $5,000 and 
$25,000. For these reasons we have suggested that 
perhaps the banks and other financial institutions 
can be encouraged to fill this vacuum by granting. 
these loans, properly secured by mortgages and other 
forms of collateral, and even at higher rates of 
interest to make such loans more attractive to the 
lenders. It is this category to which the brief 
refers. 

COMMISSIONER LEMAN: Have you any views on 
whether the ceiling should be removed entirely and 
left to market forces? 

MR. GILBERT: I am not clear on your 
question, sir. 

COMMISSIONER LEMAN: Do you advocate removal 


of the 6 per cent ceiling on bank lending altogether? 
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Have you any views on whether that would be a good 
move or °t? 

MR. GILBERT: My answer would be that the | 
fixed rate of bank interest should remain. You will 
observe that I do not suggest the rate be fixed at 6 
per cent. This, of course, we know, must depend on 
the money market, and on the Pie Cette 2 2b, DUG 
the fixed rate for the general purposes of lending as 
specified in the Bank Act should, in our view, remain. 
The exception we are making is to develop some form of 
encouragement towards getting capital funds into this 
particular market to which we refer. 

COMMISSIONER LEMAN: in your recommendation 
also about this matter SPoreutne loans more attractive 
to the lenders you refer to other financial institutions 
besides the banks. Which ones did you have in mind? 

MR. GILBERT: >The field we have in mind 
consists of trust companies, which are already into 
the lending field, and those lending institutions of 
the secondary variety such as finance companies, which 
might do more, in our view, in packaging financial 
deals and arrangements with a modest rate of interest 
which makes it possible for a businessman to use this 
lending facility. But, competition being what it 
is, we must always be conscious of the fact that 
certainly in the merchandising field the businessman 
must be aware of his ability to re-pay and also 
of the rate of interest that is affixed to his 


loan. 


COMMISSIONER BROWN: Mr. Chairman, do you wish 
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1 to go straight on to the discussion of the brief of 

2| the Equitable Income Tax Foundation? 

3 MR. GILBERT: If it is your wish, sir. 

4 COMMISSIONER LEMAN: We might do that, 

- Mr. Brown, because there is a reference to this in 

6] the other brief as well. In this connection we 

7| might refer to both briefs. 

8 THE CHAIRMAN: Go ahead. 

9 COMMISSIONER BROWN: I do not think we should 
10 go into this in any great detail, Mr. Gilbert. Although 
11 it is an interesting matter to discuss I would point 
12 out that a Royal Commission has been appointed to 

13! study this matter of taxation, and this submission 

14 is probably within its terms of reference. However, 
IS|| the problem of the flow of funds does come within our 
16 terms of reference, and there are a few points that 

17 we might discuss. 

18 Have you any figures showing the relative 
19| growth in capital used in the different sectors of 

20 the retail business, including both equity and borrowed 
21/ capital, and the amount of growth in credit unions? 

22 MR. GILBERT: I missed the first part of 

23 your question, sir? 

24 COMMISSIONER BROWN: Have you any figures 
25 Showing the relative growth in amounts of capital 

26 | used in the seenuvent sectors of the retail business, 
27 | including in that both equity and borrowed capital, 

28 | and the amount of capital in credit unions? 

29 MR. GILBERT: For the purposesof this brief 


we do not, but with your permission I would like to give 
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1 you a written answer to this question. | 
2 COMMISSIONER BROWN: I think that would be 


3 helpful. 

4 COMMISSIONER LEMAN: I think you meant all 
5 forms, and not just credit unions. 

6) COMMISSIONER BROWN: Yes. Did I not make 
7| that clear? 

8 MR. GILBERT: I want to make sure that I 

9 have the question correctly. 

10 COMMISSIONER BROWN: Yes. When I had 

11 to repeat the question I am afraid I ZOt.c0st. | 7 

12 was asking you if you had any figures to show the 

13 relative growths of capital used in the different 

14 sectors of the nakatl business, including the type 
that you represent, and co-operatives, and including 
in that capital both equity and borrowed funds. 

MR. GILBERT: In the first question did 
you include credit unions? 

COMMISSIONER BROWN: No. I did so by error, 
but I did not mean to. The main point of your thesis 
is that what has taken place is that there has been 
a greater growth in credit unions because of a tax 
factor. 

MR. GILBERT: That is right. 

COMMISSIONER BROWN: Further, you make the 
point that because of this increased capital 
co-operatives have been able to grow at a faster rate 
than private enterprise. 

MR. GILBERT: Yes. I can appreciate the 


value of your question. Some of this information, 
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although sparsely, is contained in this recent 
publication of the Canadian Tax Foundation. It is not 

in such precise form that it would give youa total answer 
to your question, but I am sure we can find those 

Figures for you. 

COMMISSIONER BROWN: Secondly, can you show 
that any increased growth in co-operatives has been 
because of this capital factor? What are the other 
attractions that they have for their members and others? 

MR. GILBERT: In the brief that we 
have presented we have pointed to this growth, and 
we have made numerous Meoies to the recent growth 
of Canadian co-operatives ; the appendix attached 
to our brief indicates the extent to which co-operative 


take-avers have taken place. - 


COMMISSIONER BROWN: Do you mean take-overs 
by co-operatives? 

MR. GILBERT: Yes, of independent businesses 
and other businesses. This is quoted in our Schedule A 
which is entitled: "Recent Growth in Canadian Co- 
operatives" by R. Craig McIvor. It is a rather lengthy 
appendix. 

COMMISSIONER BROWN: Yes, we have read that. 

MR.. GILBERT: I believe this appendix answers 
@ part of your question.. 

COMMISSIONER BROWN: There is one other 
question that you can possibly answer as well. You 
make much of a desire to compete on an equal basis 


between the private retailers and the co-operatives. 


Do co-operatives have access to the small business loans? 
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1 MR. GILBERT: As far as I know. I would 


2) think they do as individual companies, but on this 

3 I am unable to give you a firm answer. My reply to 

4| this would be in the light of the developments that 

5] are taking place it is unlikely that very many co- 

6] operatives would need this kind of financing. They 

7| have access to funds through untaxed capital reserves 

§| which are declared as patronage dividends and which 

9] are borrowed from the members to expand their operations. 
10/ This gives them a@ competitive advantage from the point 
11 of view of capital sources that are not available to 

12 ordinary types of business. 

13 COMMISSIONER LEMAN: Given the rate of turn- 
14 over of capital in the typical retail operation, Mr. 

m7 Gilbert, do you think you could translate for us the 

16 competitive advantage that the co-operative might 

17|| have over a private retail establishment expressed 

18)/ as a percentage of gross price, for instance? If. 

19] you back up the advantage you claim they have into 

20|| their ability to cut prices, how much would it be? 

21 MR. GILBERT: We doubt very much, with 

22) only a few exceptions, that the co-operative movement 
23 today is cutting prices to an appreciable extent 

24) below those of their competitors, or competitors in 

25) other businesses. This is one of the areas in which 

26 they get away, or are becoming far removed, from the 

27 original concept of ‘co-operatives. They are trading 

28 for profit today just as any ordinary business is, 

29 and it is our contention that profits of all. businesses 


VJ should be taxed on an equal basis. 
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THE CHAIRMAN: Is there anything further? 
MR. GILBERT: Mr. Chairman, on this question 
of reasons for the Commission concerning itself with 
this particular section of the brief, at page 3 we 
endeavour, in paragraphs 2 (i) and (11), to put forward 
the reasons why we feel -- 

THE CHAIRMAN: * Yes, we have read that ana 
are familiar with it. 

MR. GILBERT: The position of credit unions 
vis-a-vis banks is clearly relevant to the Commission's 
terms of reference, it would seem to us, and I say 
this with respect, 

THE CHAIRMAN: Yes, we have read that. 

Thank you very much, Mr. Gilbert, for your 
very Derenee ting briefs and the discussion. 

MR. GILBERT: Thank you very much, Mr. 
Chairman and members of the Commission. 

THE CHAIRMAN: We shali..now adjourn until 
Tuesday, October 16, at 9.15 A.M. in this room when we 


Shall hear the submission of the Dominion Mortgage 


and Investment Association. 


--- Adjournment. 
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SUMMARY OF CONTENTS 

3 

1S This brief is directed to an examination in 
¢ depth of consumer credit in Canada, with particular 
J emphasis on the retail] credit granting function. It 
6 is concerned with the development and economic Signifi- 
/ cance of consumer debt, as well as outlining in detail 
B current practices in retail credit administration. 
d 2. The Canadian retail trade is large, amorphous 

20 and competitive. It is constantly changing as new 

i merchandising forms or techniques emerge from the 
12) dynamics of the market place. Nevertheless, the 
a3 traditional "independents" while transacting a decreasing 
if percentage of retail sales, have increased their total 
8 dollar volume. The mail order houses continue to serve 
i the more remote and isolated communities, offering 
iY in those areas not only a broad ranze of merchandise, but 
48 also consumer credit facilities that are moaneeteece and 
9 comparable to those enjoyed by the city dweller, At the 
20 Same time, retail cooperatives, aided by favorable tax 
3 legislation, have grown both in number and size. Some 
# of them are now major business enterprises. 
23 


Within the retail structure, consumer credit 
facilities have evolved over the years. From the early 
"line of credit" at the store -- or the trading post of the 
fur and fish economies, more sophisticated and diversifie 
credit plans have been developed to meet the varying 


requirements of the Canadian customer in 1962, 


3 A very large amount of production takes place 


outside the market sector of our economy, but within the 
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approximately four million Canadian households. It con- 
sists of a number of services, comparable in many 
respects to services performed by a restaurant, laundry, 
nursery, or other business establishment. These 
services do not pass through the market place. 

Retail credit is the "trade credit" of the 
household sector, It facilitates the process of 
purchasing, taking delivery of goods, and making payment 
It contributes to the productivity of the household 
economy. 

4, There has been a substantial growth in 
consumer credit in the decade ending in 1961, which 
paralleled a similar rise in the consumption of 
household durables. Higher family formation, larger 
families, rising personal disposable income per capita, 
created a strong demand for additional housing and a 
joint demand for durables. This was accompanied by 

a generally favourable economic climate over most of the 
decade -- a period of favourable income expectation on 
the part of consumers. In this atmosphere, the increase 
propensity to use credit to buy consumer durables was 
not only understandable, but economic common sense. 

5. The secular growth of consumer debt has 

not been a danger to the economy. It has, in fact, 
contributed both to industrial productivity and to 
industrial employment. 

6. In relation to the business cycle, consumer 
credit does not appear to be a major factor in producing 
turning points, but is a cumulative influence in either 


the rate of inorease or decrease in business activity. 
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y Any form of selective control over consumer 
credit in peacetime would be inimical to economic 
Stability, increases in productivity and industrial 
employment. It would be highly discriminatory in its 
impact and run counter to the principle of consumer 
sovereignty. 
a The consumer should have as much information 
as is possible, within the practical limitations of 
retail administration, on the dollar cost of credit. 
Those legislative proposals that require the total cost 
constituents of credit service charges to be expressed 
as a Simple interest rate are misleading, confusing 
and incorrect. 
9. A committee of the Canadian Retail Federation 
is giving consideration to a uniform and practical 


approach to the problem of credit cost disclosure. 
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THE CANADIAN RETAIL TRADE STRUCTURE 
ee DO LRUCTURE 


oe Canadian retail trade ig large, complex and 
intensely competitive. A dynamic business, it tends 

to react strongly whenever new merchandising forms or 
techniques are introduced -- as they are with some 
frequency. A constant struggle exists between its 
many segments, for within the same trading area each 
competes with all others in varying degree for the 
available volume of business. 

a The 1951 Census of Distribution showed 

Some 151,000 separate retail establishments in the 
country -- taking no account of multiple ownerships, 

a factor which would tend to reduce the number. The 
1961 Census is expected to reveal about 180,000 -- 

or approximately one retail establishment for every 

100 Canadians. There is much variety in the trade and 
it is difficult to provide precise definitions by which 
to classify all of the country's retail distributors. 
Lines are frequently blurred as between different kinds 
of establishments, and descriptive terminology is often |. 
rather vague in its application. 

2, Individual proprietorships and partnerships, 
with corporations, account for most retail volume. 
Nevertheless, retail co-operatives have continued to 
grow, both in number and size. With the competitive 
advantage of special tax dispensation, many of them have 
become major business enterprises, comparable in physical 
facilities and sales to the larger retail firms which 


bear their full share of the national tax burden. It is 
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. estimated that in 1960, sales of retail CO-ops amounted 
2 to $362,910,000, In the public sector, the military 
services provide various retail facilities for their 
4 


people, such as Maple Leaf Services, which operates 
stores, canteens, etc. for the Canadian Army at home 

and abroad. 

4, In the complex array of retail facilities 
available to the Canadian people, the mail order houses 
continue to occupy a rather unique position. Although 
mail order merchandising has been highly developed in 
both the United States and Western Europe, in this 
country it provides what can be reasonably described as 
certain desirable social benefits, as distinct from the 
profit motivation. While population growth, both natural 
increase and immigration, has speeded up in the post-war 
years, the population of our cities has risen more 
rapidly than in rural or semi-rural areas. Great 
Sparsely settled land space still remains, with many 
remote and isolated settlements -- the heritage of 
earlier agricultural and resource development. For 
these sections of the Canadian community, the mail order 
catalogues offer amenities of life that would otherwise 
only be available with difficulty -- or indeed, not at 
all in any practical assessment. Similarly, in addition 
to the broad range of consumer goods they offer, the 
mail order houses make available consumer credit 
facilities to customers in remote areas, that are 
competitive and comparable to those which the city 

In this way, what could be called a 


dweller enjoys. 


"sap" 4n consumer credit availability has been filled. 
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ye Finally, the nationwide distribution of 
catalogues, with the prices of goods offered, fixed 
for up.to six months, contributes not only to price 
stability, but also acts as a bench-mark in some areas 
where retail competition may be less than perfect. 

6. Probably the most useful break-down of the 
trade is into the three groups represented by depart- 
ment stores, including mail order; chain stores; and 
independents. The Dominion Bureau of Statistics pro- 
vides definitions for the first two. In general, it 
States that department stores carry a general line of 
both soft and hard goods, plus miscellaneous items; 
while chains are defined as having four or more stores 
in similar or related kinds of business. For all 
practical purposes, independents would pretty well 
consist of all the other forms of retailing. 

& At one time, Canadian retailing consisted 
entirely of what we would now describe as "independents". 
Various forms of mass merchandising have since emerged 
and inevitably the percentage of total retail sales 
achieved by the independent segment of the trade has 
been reduced. Parallel with this process, however, 
the country's total retail trade volume has greatly 
expanded -- e.g., from $3.4 billions in 1941 to $17 
billions in 1961. The result has been that the inde- 
pendent sector, while being left with a decreasing 
percentage of total retail sales, has greatly expanded 
its total dollar volume. Concurrently, the numbers 

of independent merchants have substantially increased. 


It is probably true that this situation has been possible 
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and that Canada has had room for such a variety in 
retailing mainly because of the expansion in her 
economy over the years. 
Bt The Dominion Bureau of Statistics quite 
properly includes in its statistics on retail distri- 
bution, all forms of that sector of the economy. . Re- 
tail statistics, however, are somewhat confused by the 
inclusion of many groups which we might describe as 
"non-store trades". For example, automotive products 
tend to exceed 20% of total retail sales, and there 
are a number of other kinds of retail distribution 
which might be grouped under the non-store heading. 
These would include garages and filling stations, 
establishments selling boats and associated supplies, 
fuel dealers, ice and implement dealers, and some other 
types of establishments. 
9. What we customarily refer to as the "store 
trades" consists of total retail trade minus the above- 
mentioned categories. For example, on the basis of 
1960 retail sales amounting to about $16.5 billions, 
some $5 billion was done by the non-store trades, leavin 
about $11.5 billions to the store trades. This 
total in turn was broken down into the following 
approximate figures: $1.5 billion done by department 
stores including mail orders; $3.5 billion done by 
chain stores of all types including food; and $6.5 
billion done by independent stores. 

10. Since approximately 1950, the most signifi- 
cant development in Canadian retailing has been the 


growth of the shopping centre concept -- a reflection 
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of urban sprawl, rising car ownership, the 40-hour week 
and family shopping. Shopping centre market analysis 
and physical planning have begun to assume the status 

of a profession. Regional, community, and neighborhood 
centres; mails; clusters; convenience and shopped goods - 
are becoming part of the new terminology! > The simple 
fact is that the majority of new retail development 
today is planned in response to market needs rather than 
the hit-and-miss retail growth of the past. 

EY, The Canadian department store companies have 
been later in the development of their suburban branches 
than has been the case in the United States, but this 
development now appears to be in full swing, and 
department store branches in shopping centres are now 
becoming commonplace. The so-called minimum service 
store has spread into Canada after a beginning in 

the United States dating back some years. So far, 
branches of these chains are located in suburban areas, 
and normally the lack of restriction on store hours is 
an important factor to them. Shopping hours of 10:00 
a.m. to 10:00 p.m., six days a week, are the rule. 

This type of store attempts to project a low-price 
image, render relatively few services, and seek a mass 
market. Some of these stores tend to operate on a 
concession basis -- that is, the owners of the various 
departments are other than the owners of the store. 
There are exceptions to this, however, and at least one 
large organization operates on a basis of self-owned 

A variant of this is the closed-door type. 


departments. 


These so far are few in number and sell membership cards 
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by which entrance is gained. They tend to restrict 
their membership cards to members of the armed forces, 
government employees, and similar categories of people. 
Te, The shopping centre and more latterly the 
minimum service store have both had a considerable 
impact on the structure and techniques of the retail 
trade, and we look for a good deal of evolution in the 
near future as the competitive struggle within the trade 
continues. 

TSG ib As can be seen, retailing in Canada is neither 
static in development, nor constant in image. It is 
amorphous yet dynamic -- and, above all, competitive. 
Consequently, Canadian retailing does not lend itself 

to easy generalization about its relation to the financial 
and monetary systems. Rather than examining the many 
points at which retailing impinges on the monetary 
mechanism, this brief will be directed to a study in 
depth of what the Canadian Retail Federation believes 

is the single most important element -- consumer credit 
in its relation to economic policy; and the motivation 
and execution of the credit granting function by the 
retailer. 

1, Credit has always been associated with 
retailing. In Canada's earlier largely agricultural 
society, even in the days of the fur .and fish economy, 
the merchant supplied goods on credit and might well be 
paid in produce. Credit "at the store" was more than 

a convenience to many at this stage in our history -- 

it was frequently a necessity. In earlier urban Canada 


the charge account was used mainly by the financially 
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better-off and bills could run for what, by today's 
standards, would be considered to be lengthy periods. 

16.. Our society has changed drastically over 

the years and retail credit usage and credit forms 

have changed as well, Different types of instalment 
credit have appeared and the forms of these continue 

to evolve to suit changing situations. The charge 
account, bearing no credit charge to the customer, is 
Still widely popular as a form of short-term retail 
credit. The remaining kinds of accounts, while 

differing in many respects, provide in common a longer 
time for payment and a charge to the credit user for 

the longer term accommodation. 

16. If one were to attribute a Single motive to 
the merchant in credit granting, it would presumably be 
the basic one of obtaining patronage. The provision of 
credit in some form is expected by the public, although 
in some branches of the trade -- such as food stores -- 
circumstances have changed and credit has been largely 
eliminated. Aside from the important consideration 

that the public expects to obtain credit from many forms 
of retailing, merchants provide credit services to 
promote the sale of their wares. It is generally accepted 
in the trade that a customer is likely to patronize a 
store to a greater extent when a credit account exists. 
Competition, too, is a factor and credit is so generally 
associated with so many kinds of stores that an individual 
firm's withdrawal from credit granting would be considered 


to provide a very potent advantage to its competitors. 
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CONSUMER DEBT IN CANADA: 


ITS DEVELOPMENT & ECONOMIC SIGNIFICANCE 


i a Recently The Economist wrote, 
"One should begin by stating basic 

principles, for it is these that are most 
easily disregarded...."(Feb.3, 1962, p. 395). 

Taking counsel from The Economist our first comment on this 

question will be a reminder of a simple but often forgotten 

point. It is that a very large amount of production 

takes place outside the market sector of our economy. 

In addition to business enterprises (sole proprietorship, 

partnerships, the 125,000 odd corporations and co- 

operatives) there are about 4 million family households 

("consumer enterprises") in Canada in which production 

takes place daily. Household production consists of 

a large number of services, comparable in many respects 

to services performed by a restaurant, laundry, nursery, 

or other business establishment. All these household 

services are, however, consumed within the establish- 

ment and do not pass through the market place. 

13. Since this output is not sold it is difficult 

to measure its value. It does not enter, therefore, 

into the official statistics of aaauil National Product, 

which, by necessity, relate almost exclusively to the 

market sector of the economy. It is noteworthy, however 

that assuming one household worker per family, the 


household labour force as of the start of 1962 was 
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about two-thirds the size of the labour force employed 
in the market sector of the economy. This is not 
the place for a discussion of the relative productivitie 
and length of work weeks of housewives on the one hand 
and employed members of the labour force on the other. 
It is clear, however, that the aggregate production of 
the household sector is large. When shaping national 
economic policies, we must not lose sight of the 
production that takes place in our four million house- 
holds. It is an essential part of maintaining high 
standards of living. 

19. What leads then to the development of 
"consumer" indebtedness? Essentially it arises from 
the same causes as does business indebtedness. Retail 
credit is the "trade credit" of the household sector. 

It facilitates the processes of purchasing, taking 
delivery of goods, and making payment. The buyer 
does not. have to plan how much cash will be necessary 
and carry large amounts on major purchasing expeditions, 
wait for change when shopping or for cash refunds 
when returning merchandise. Much credit is extended 
as part of the process of "bringing the store to the 
buyer", It would not be feasible for the housewife to 
place the large number of telephone orders or mail orders 
for goods she has not actually seen if she knew she 
could not return them. Like businessmen, many house- 


Wives understandably are reluctant to pay for goods befor 


lgome housewives are, of course, in both labour forces. 
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they are certain that they are what they want. Also 
charge accounts enable deliveries to be made without 

the necessity for an occupant to remain at home as 

is the case with C.0.D. purchases. The monthly state- 
ment provides the customer with a permanent record of 
all purchases, returns and payments. The retail charge 
account adds flexibility to the amount of monthly 
spending. In brief, it contributes to the efficiency 
with which household operations can be performed -- a 
basic reason for its use to finance a proportion of 

the household's asset requirements. 

au Credit provided by retailers in instalment 
accounts and revolving credit accounts is extended for 
periods up to 24 or 36 months. These accounts are 
especially helpful for the purchase of major items, 

such as furniture and appliances, The large variety 

of fixed assets applicable to the production of house- 
hold products and their hign productivity creates a 
large demand for credit of this kind. 

os The purchase of a so-called consumer durable 
$s an investment which produces a benefit for the 
household. Individuals, of course, are not accustomed 
to making explicit calculations of the benefit. To 
4llustrate the similarity, however, between the reasoning 
behind a business loan and the extension of consumer 
credit, we can envisage a rational, calculating consumer 
doing arithmetic of the following type. He is contemplatin 
purchase of a television set (or an automatic washer, 


automobile, or other consumer durable). He knows the 
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cash price of the goods. He then calculates for each 
year of the expected life of the good the money value 

of the services it renders to him. (An estimate of 

this can in some cases be obtained from the rental cost 
of the item or from the cost of purchasing the services 
from a business establishment; e.g., the cost of a movie 
or of public transportation.) From these annual 
"revenue" figures he must subtract repair and maintenance 
costs and depreciation allowances and add, in the last 
year, scrap or trade-in value. He can then equate the 
present net value of this future stream of services to 
the cash price of the good and calculate the implicit 
benefit of purchasing the good. He then takes into 
account the cost of borrowing money, and makes comparable 
computations to the businessman to arrive at a "net 
profit" or "net loss" -- on which his decision is made. 
(A distinction which, however, is important and to 

which we will return later, is that the businessman's 
revenue stream in future years provides the cash flow 
out of which the loan and its cost is repaid, whereas 
the consumer indebtedness must be repaid out of cash 
flows from other sources.) 

ee os Most consumers do not, and many cannot make 
such "rational" calculations. Doubtless, however, in 
many cases the benefit from consumer durables is very 
high and such a calculation would not change the 
consumer's intentions. Many consumers account for 

their instalment debt by the simple explanation that 
without it they would be unable to buy many important 


things.. A survey of consumers conducted in the United 
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States in the mid-1950's found this to be the "over- 
whelmingly frequent argument in favour of instalment 
buying. "2 This condition together with the high 
benefit attributable to investment in durable goods 
provides a rational basis for the incurrance of house - 
hold indebtedness. 

oo. As indicated above, the net benefit from 
the use of consumer credit can be realized in more 

than one way. It may take the form of increased con- 
sumption of the service that the durable provides 
(e.g., television); or it may cause a reduction in 
costs, so that other consumption or saving can be increased. 
The result may be free time to do other work inside or 
outside the household, in either case the result 
increasing the total output of goods and services, 

Or the benefit may be taken up in the form of leisure. 
In a society that espouses consumer sovereignty, it 

is the sovereign's prerogative to choose how the benefit 
will be taken. If the result is greater consumption 

or leisure, it does not reflect against the institution 
of credit. 

24, Attributing consumer indebtedness to the 
desire for efficiency in household operation runs counte 
to some popular thinking on the subject. There is a 


tendency (presumably on the part of non-borrowers) to 


2 George Katona, "Attitudes Towards Saving and Borrowing," 
Consumer Installment Credit, Pt. II, Volume I (Conference 
Consumer Instalment Vregiv 


on Regulation, National Bureau of Economic Research on 


behalf of the Board of Governors of the Federal Reserve 


System: Washington, 1957), p. 455. 
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associate household indebtedness with irresponsible 


spending, prodigality, penury, or financial irrationalit 
As one writer has stated: 

" There exists, and always has existed, 
a bias against debt itself. It is found 
in the ancient Judaic law, which forbade 
lending; in the Catholic-medieval concepts 
of usury; in the Elizabethan drama as a 
pound of flesh; in the windy structures 
of Polonius, who argues 'neither a 
borrower nor a lender be'; and indeed in 
virtually every pre-industrial society 
known. 

The anti-consumer-debt bias in our time 
may well be a holdover from very rational 
beliefs of the late eighteenth, nineteenth, 
and early twentieth centurie’s: in England 
and the United States, when low-level 
consumption and high-level savings were 
indispensable to the growth of capital 
whereby consumption was equated with the 


n 2 


sin of indulgence. 


Cf To this cause of the anti-household-debt bias 
we would add two others. One is tendency to equate 
"consumer" debt with "non-productive"Jdebt. Some who 

s Sidney E. Rolfe, “Instalment Credit: the $28 


billion question." Harvard Business Review, July- 


August, 1956, p. 51. 


a 
7a 


4 7 tay ose ; 


aa at) ALM 
stdtenoqeorst eit tw geenbotdebat bLodeavod edstoore 


: > 7 
a? , aye 


ft 
hetisnotderst anes YO ,YweisG Vii egtbong wantbreg 


‘ 


in a 7 Sir! ee 
= bodeds Tat tod law “Or0 eA % 


aha 18U 
|  ,bedetxe esd eyswis bos ,edetxs sisiT " 7 


~ “09 


“Brisot el 3I .tfeett tdeb gentsss esd 5 | . , 


ehbsd tot dofrw .wel ofsbu tostons sdz ot 


etqsouoo Isvetbhem-oflotsd oft of :anibnael 

6 88 smstb asdvedsstit eft af :ysusu To 

esyutouate yoniw edd at ;deolt Yo bavog 

s yodtfen' asusis orfw .autnolotd ‘to 

aif besbat bis ;'ed tebael s tom rswottod 

; yisfooe Isfutaubnt-erq yieve yifsutatv 

; | . Tworn 
emts mo at estd tdeb-remuenoo-Itas odT 

fanottst yiev mori rsvoblon s od Ifew vem 

Atnestonin .djnesddats stsl sdt to e'totfed 

bastledt at eelutaso dtstinews yiuse bas 

(evel-wol senw ,eststeé betta add bas 

1 srsw ganivee Level-detd bas sottqmuanos 


fstiqso to rijwors oft oF oldsansqatbat 


; 
zt odd ddiw betsupe esw nokstqmyenoo yderertw 

C ",sodeqlubnt to ate 
lestd Jdeb-bfodsevod-tins edd to saveo atdt of ses 


etsups ot vomebred at enO .ansdto owd bbs bluow ow 


onw smoe  tdebl"evtdoubora-non" fittw tdeb “somyenoo" 


&Sé arid sdrbenD soomfateat" Stion 5 yonbr2—~ 


~, 


|  -“I0l .wetvef egenten@ bisvasH  “.nottaeup notlLid 

Me es ; oar ~h bra af Io 2isrisd ai. 
f@ .q ,d2CL .teugua — 
f 


- : > a4 . 
. -) ich. ,cereethiasy :maease 
rs ee i he tt ~gathear +> 


Nethercut & Young A.14 


Terento, Ontario 


hold this viewpoint apparently reason that consumer 
debt means excessive allocation of resources to the 
household sector of. the economy to the detriment of 

the business or public sectors. Such arguments while 
they have relevance to the growth of the capacity of 

the business sector of the economy to produce larger 
quantities of consumer goods in future periods of 

time and to provision of social capital rather than 
individual household capital, must be tempered by 
recognition of the strong time-preference of many consumers 
for durable goods now instead of later because of the 
high yield of services such goods provide the household. 
26. The other cause is a tendency to presume 
that the existence of debt means the absence of assets, 
other than encumbered items, and even negative net worth 
While this can be so in individual cases, some debtors 
have sizable holdings of assets. As Table 4 (p.23) -- 
a table which will be explained later in this brief -- 
shows, 25 per cent of the non-farm families in Canada 
in,1959 in the 30-39 age group held liquid assets 
amounting to 100 per cent and over of their consumer 
debt. Many of these debtors could be debt free. That 
they are not is a matter of their own choice. Some 
individuals see a need for holding larger amounts of 
liquid assets as a reserve for contingencies and 

borrow to make major purchases while keeping their 
emergency fund intact. Some use instalment credit as 

a medium for forced savings. Others may have low 
liquidity requirements, or would draw upon their non- 


yet 
liquid assets or increase their indebtedness in caseoéf 
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need. As with business enterprises, the existence of 
debt does not mean an absence of net worth. Credit 
Standards being what they are, this condition does 

not easily arise. 

4 a We do not wish to deny that access to credit 
cannot lead to over-buying. Some consumers are financially 
immature. They have to learn the hard way. Retailers 
try not to extend credit to them, as it. may wind up as 
involuntary philanthropy. But of course some mistakes 
are made. However, it does not follow that all 
consumers who have credit troubles are in trouble as 

a result of their access to credit. The cause can be 
elsewhere. Sometimes it is the lender's guidance 

which lays the foundation for the. development of a 
habit of solvency. 

28. With this background in mind, let us now 
turn to the actual growth of consumer credit in Canada. 
Although some data are available since 1939, it is 

only beginning in 1951 that a comparable series for 

some of the main components of consumer indebtedness 

can be put together. Table 1 (p.20) shows the growth 
Since 1951 of retail dealer and finance company credit 
extended to consumers, together with selected loans 
extended mainly to individuals for non-business pur- 
poses by certain financial institutions. The total 
excludes credit extended for goods and services (such as 
restaurant and hotel credit cards, oil companies' credit 


cards, medical and dental credit) by sources for which 
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data are not generally available, ! These statistics 
indicate the growth which has taken place in the last 
decade. The unevenness in the rate of growth reflects 
the alternating periods of expansion and recession 
through which the economy has passed. While seasonally- 
adjusted monthly or quarterly data would show better 
the movement of consumer credit during the business 
cycle, the onty Seasonally-adjusted series generally 
available is that published in the Canadian Statistical 
Review by the Dominion Bureau of Statistics for total 
finance company and retail dealer credit extended to 
consumers. The growth of chartered bank personal loans 
and credit union loans relative to the other sources 
of credit limits the usefulness of the former total as 
an indicator of total consumer credit outstanding. 
The consumer undoubtedly plans his purchases out of 
the total pool of credit available to him. We have 
tried therefore in Table 1 (p.20) to give an indication 
Or tne “size of this total. 
29. We have distinguished in Table 1 between 
personal loans by chartered banks, Quebec savings banks, 
and credit unions which are not secured by assets other 


than household property, and loans by chartered banks 


4 Data on balances outstanding on oil companies' credit 
cards have been available for recent years. The balance 
outstanding at the end of 1961 was $47 million and the 
changes during the years for which data are available 


are, in millions of dollars: 1957, 6; 1953, 5; 1959, 5; 


1960, 3; and 1961, 4. 
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and life insurance companies against financial savings 


2 already accumulated by the consumer. In case of default 
3 of the loan in the latter case, a financial asset exists 
4 


to repay the loan and no loss is suffered by the lender. 
5 This is not to say, of course, that the loss of the 
asset by the consumer does not have adverse consequences 
7 on his financial position. 

8 BD. Table 1 excludes mortgages since these are 

9 secured by title to a building or other property. 

10 Moreover, in this case, the borrower may have the 


11 option of living in the property himself and paying 


12 the mortgage interest and principal out of Wage or 
13 other income or renting the property to others and 
14 paying the mortgage out of rental income. In most 


15 cases, the liability of a mortgage is offset by the 


16 possession of a potential revenue-earning asset. This 
17 is not true for other personal loans which must be 
18 repaid out of the future earning power of the borrower 


19 himself. 
20 31. From the viewpoint of indicating the effect af 
21 credit extended to persons upon sales of members of the 
22 Canadian Retail Federation, it would be desirable to 
: 23 separate automobile financing from financing of other 
¥ 24 purchases. The figures for "other retail" in Table 1 
25 exclude the charge accounts of motor vehicle dealers 


im 26 since this type of credit is extended mainly to busi- 


ness firms. Conditional sales agreements with consumers 


28 included. These amounted to about $18 


are, however, 


29] —niiifon at the end of 1961.2 Of the total $760 million 

30 _ Bank of Canada Statisvtc 

2 D.B.S., Canadian Statistical Review, February 1962, 
Table 77. 
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of balances outstanding on conditional Sales agreements 
held by instalment finance companies at the end of 1961, 
$560 million was for passenger ean se When an 
individual obtains a loan from a financial institution, 
however, he may use it either for automobile or for 
other purposes (except for home improvement loans), 
making the separation of automobile financing difficult. 
32. The growth of consumer credit reflects a 
number of factors. However, the demand for credit at 
the end of World War II was low in part because of the 
unavailability of consumer goods and the large stock 
of liquid assets accumulated during the War by consumers, 
some of which was undoubtedly used to pay off existing 
indebtedness. This stock of liquid assets also 
undoubtedly financed much of the durable goods expendi- 
tures in the immediate post-war period. In the 1950's 
consumer credit outstanding grew in response to rising 
incomes, economic prosperity, family formation and the 
resultant demand for consumer durables. Changes in the 
Bank Act together with several innovations in the marketing 
of consumer credit enabled credit to grow in response 
to this demand. Chart 1 (see Appendix B) indicates the 
way in which the main totals of the items shown in Table 
have grown while Charts 2 (see Appendix B) and 3 (see 
Appendix B) show the growth in personal disposable income 
purchases of consumer durables, and families. (For con- 
a ratio scale has been used in the chart so 


venience, 


that equal vertical distances on the chart represent the 


: Bank of Canada Statistical Summary, February 1962, p.1d7. 
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Same percentage increase). 
5B. Chart 2 (see Appendix B) shows a comparison 


that is frequently made but which may be quite misleadin 
In Chart 2 (see Appendix B) the growth of consumer 
credit is compared with the Srowth of personal disposable 
income. When a family borrows, however, it is frequently 
a newly-formed family which is borrowing against future 
earnings in order to obtain the durable goods today to 
provide the future stream of household services neces- 
Sary to the effective functioning of a modern household, 
A more appropriate comparison would be the present 

value of the future stream of earnings in relation to the 
debt outstanding. For newly-formed families, although 
the present income level is low, the time period before 
retirement of the head of the family is long and one 
would expect,therefore, that a substantial debt would be 
incurred early in the life-cycle of the family, re- 
financed many times, retirement of the debt begun as the 
children enter the labour force, with the debt fully 
repaid before the head of the family retires from full- 
time employment. ! As the proportion of new families 
increases, as will be likely in the latter part of the 
1960's, one would expect a rapid increase in the 

consumer debt exceeding the growth in personal income. 
Such a situation should not be a cause for alarm as 

long as the proper ratio of debt to future earnings 


power is maintained and the estimated future earnings 


1 An interesting elaboration of this argument appears 


in Alain Enthoven, "Installment Credit and Prosperity," 


American Economic Review, XLVII (Dec., 1957), 913-929, 
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are realized. 

34, Failure to realize the expected future 
earnings may result from several factors. The individua 
may over-estimate his ability to earn or repay debt 
out of his earnings. The institution granting the 
credit, if conscientious, should be able to help the 
individual to assess realistically his commitments 

in relation to his earning power. Unforeseen events 
such as sickness or death of the head of the family 
may leave a family with a heavy debt burden and no 
income, Ideally, it should be possible to insure 
against such contingencies. The individual family 
may also be affected by changes in general economic 
conditions resulting in unemployment. The head of 
anew family is usually young and lacks seniority; 

he therefore is vulnerable to recessions. Monetary- 
fiscal and other policies designed to lessen unem- 
ployment will mitigate this possible effect of consumer 
indebtedness. 

ee Some cross-section data are available for 


early 1959 on the incomes, liquid assets, and 


8 


indebtedness of non-farm families in Canada~ which tie 


in with the time series data of Tablé 1 and which are 


e D.B.S. Publication 13-514. Income, Liquid Assets, 
and Indebtedness of Non-Farm Families in Canada, 1958. 
(Ottawa: Queen's Printer, 1960). The data shown in 
Tables 3-7 which are taken from this publication exclude 
unattached individuals (persons living by themselves or 


rooming in a household where they are not related to 


other household members). 
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consistent with the above hypotheses about consumer 
indebtedness, incomes, assets, and the family life cycle, 
The data unfortunately do not indicate the number of 
years the family has been in existence or the number 
of children. They do, however, give the age of the 
family life cycle. (Total "consumer debt" as defined 
in this table by D.B.S. is closely comparable to the 
total "selected consumer credit" in row 10 of Table fe 
36. It may be noted that a richer body of data 
exists in the United States and many extensive studies 
have been made. Because of the similarity of the 
patterns revealed in Tables 2-5 and patterns revealed 
by comparable studies by the Survey Research Center 

of the University of Michigan, it is most likely that 
the findings of research studies in the United States 
on household behaviour are applicable to Canada. 

Some U.S. studies have, for example, given special 
attention to the relation between durable-goods ex- 
penditures, financial saving, and other variables. 

" Strong evidence now exists that to a 
large extent, purchase of durables is a 
substitute for financial saving .... these 
studies find purchases of durable goods 
related to a variety of socio-economic 
characteristics, particularly age, income 
change, size of consumer unit, and various 
expectations ...such expenditures are found 
to be influenced ... by a variety of demo- 
graphic and attitudinal variables, and are 


found to be sticky downward and flexible up- 
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"ward with respect to changes in income." ? 


2 
. "In a comprehensive study of the factors 
5 influencing the composition of the 'capital 
4 account! of the household (essentially 
financial assets, durables, business 
6 
! capital), (it was) concluded that house- 
holds tend to maintain some sort of balance 
8 
in their capital accounts both between 
9 
assets yielding direct service and financial 
10 
assets, and between liquid funds and 
11 
liabilities," 1° 
12 
? Other studies in the United States indicate: 
13 
",..the tendency for younger families to 
14 ; 
be heavy purchasers of durable zsoods even 
15 
though they have to dissave to do So, wherea 
16 
older families with the necessary assets 
sd 1 
make relatively few durable good purchases." 
18 
These and other results on the effect of family 
19 
composition 
20 
"...have brought into focus the importance 
21 
of a family life-cycle variable, a variable 
22 
~o 9 L.R. Klei 
Studies by Irwin Friend and Robert Jones, L.R. ein, 
4 and E.S. Maynes cited by Robert Ferber, "Research on 
25 Household Behaviour", American Economic Review, LII 
26 
(March, 1962), 46. 
. 27 10 A study by H. H. Watts and James Tobin cited by 
Pe 
= 28 
r Ferber, op. cit., 41. 
29 


1 Studies by Janet Fisher cited by Ferber, op. cit. 
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"which would reflect the simultaneous 

influence of a number of socio-economic 
characteristics, -@ 
38. With these points in mind, we may now look 
at the Canadian data. Table 2 (p.21) indicates a 
rising debt level of families until the head of the 
family is in the 40-49 age group. After this point, 
debt begins to decline with over half the families 
with heads 50 and over having no debt. That this 
reflects in part the family life cycle rather than 
being only a reflection of an income effect is indicated 
by Table 3 (p.22). In Table 3,(p.22) where families in 
the same income group are compared, the same pattern of 
debt rising until the head is in the 40-49 age group and 
then declining is evident. 
39. As was pointed out above, the levels of 
indebtedness must also be judged in relation to liquid 
asset holdings. Table 4 (p.23) shows that the holdings 
of liquid assets is at least as large as "consumer debt" 
levels for many families; for example, in the 30-39 age 
group, this is true for 25 per cent of the families. 


The pattern may be summarized as follows :+? 


_————————— 


oe Studies by S. G. Barton, D. L. Miller, Franco 
Modigliani and Albert Ando, Dorothy Brady, and John Lansing 


and James Morgan, cited by Ferber, op. cit., 34-35, 


1) D.B.S. Publication 13-514. Tables 19, 37, and 50. 
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A -- 24 
Age of head No liquid No consumer Average Liquid Average 
assets debt assets Consumer Debt 
per cent dollars 

29 and under 32 27. 528 453 
30-39 28 34 915 470 
40-49 30 35 1,232 554 
50-64 25 52 1, 847 326 
65 and over ae 75 4,509 321 


The same pattern is generally evident when families within the same 
1958 income groups are compared. 


INCOME GROUP $3, 000-4, 999 INCOME GROUP $5,000-6,999 
Age of head Average Liquid Ave rage Average Liquid Average 
Assets Consumer debt Assets Consumer Debt 

29 and under 404 424 880 576 
30-39 487 435 1,013 543 
40-49 601 436 1, 347 637 
50-64 1.139 418 1,866 381 
65 and over 4,451 150 5,447 407 
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40, The above discussion has been in terms of 
the "consumer debt" component of total selected 
indebtedness shown in Table 1 (p.20). The distribution 
of total non-mortgage debt by income size is somewhat 
Similar to that of consumer debt. Families with 

higher incomes have a larger quantity of financial asset 
which may be used to secure loans from banks or life 
insurance companies. Thus, as Table 5 (p.24) shows, 
total debt indicates a greater concentration among 

upper income families, than does consumer debt. 

AL, No data are readily available on regional 
distribution of consumer indebtedness. As Table 6 (p.25 
shows, however, there are significant regional differencds 
in the size distribution of income and it is to be 
expected that these would be reflected in regional 
differences in levels of consumer credit outstanding. 
Because of regional differences in the availability of 
credit unions, the types of credit used by consumers 


may also vary regionally. 
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TABLE I 


SELECTED CONSUMER CREDIT AND OTHER LOANS TO INDIVIDUALS* , CANADA 1951-1961 


(millions of dollars) 


oO Balance 
fall Outstanding Increase or Decrease in Balance Outstandin Balance 
at Dec. 31 Outstanding 
! 1951 1952 1953 1954 1955-1956 1957 +1958 1959 1960 1961 at Dec. 31, 1961 
<< ls Department Stores 78 63 26 19 41 17 18 20 32 50 33 401 
Zs Other retail dealers 328 83 46 42 25 30 10 15 22 -§ 13 60S 
3. Instalment finance companies 186 187 143 -24 107 157 24 -12 38 22 -68 760 
4. Small loan companies 114 34 28 39 64 77 6 39 83 65 34 583 
bs Total Retail dealer and 
finance company credit 
extended to consumers 706 367 103 76 237 281 58 62 175 132 12 2,349 


6. Chartered bank unsecured 

personal loans** 204 38 66 43 90 -6 -14 132 166 138’ 4i73 1,030 
7% Quebec savings banks 

loans -not secured by 


mortgages 4 2 v4 -1 1 3 2 -1 } : 3 17 
8. Credit union loans not 
secured by mortgages 76 18 a0 22 23 $2 32 62 7h 28 (28) (453) 
9. Sub-total (items 6-8) 284 58 103 64 114 49 20 193 244 167 (204) (1,500) 
10. Tota] selected consumer 
credit (items 5 + 9) 990 425 346 140 351 330 78 255 4193 299 (216) (3 ,849) 


PI Chartered bank personal 
loans secured by market- 


able bonds and stocks 226 32 it -16 86 -26 -56 30 -5 4 50 336 
2's Chartered bank government 
guaranteed home improve- 
=~ ment loans - - - = 24 14 10 10 2 -4 10 66 
5 y 3. Life insurance company 
=~ 5 policy loans___ _ 199 14 XZ 15 10 20 25 10 18 21 16 360 
= S 14. Sub-total (items 11-13) 425 46 23 -1 120 8 -21 50 ls 21 76 762 
= s 35. TOTAL 1,415 471 369 139 471 338 57 305 434 320 (292) (4,611) 
= s&s 
“= cS *Excludes mortgages **Includes loans secured by household property and assets other than marketable bonds and stocks. 


SOURCE: Bank of Canada Statistical Summary, Feb. 1962, p. 109 and Supplement, 1958, p. 87; Annual Report of the Governor of the Bank of 
Canada, 1961, p. 75; and D.B.S. Canadian Statistical Review, 1959 Supplement, p. 123. 


NOTE: Figures in parentheses are estimates for 1961. 
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TABLE 2 


Percentage Distribution of Consumer Debt* of Non-Farm 
Families Cross-Classified by Age of Head of Family, 
Canada, Spring 1959 


AGE OF HEAD 
Consumer Debt: 29 and under 30 - 39 40 - 49 50 - 64 65 and over 
per cent 
No consumer debt 27 34 35 52 (hs: 
Under $250 25 25 25 22 15 
$250 - $499 15 12 iz 8 4 
$500 - $999 17 15 12 8 3 
$1,000 - $1,999 12 fe) 10 7 1 
$2,000 - $4,999 3 4 4 2 1 
$5,000 and over - 1 Z 1 1 
TOTAL 100 100 100 100 100 
dollars 
Average debt 453 470 554 326 aZt 
Median debt 229 156 147 0 0 
Average debt - 
debtors only 621 714 855 685 1,274 


*Includes charge account and instalment debt, debts to small loan companies, 
credit unions, and chartered bank personal loans except home improvement 
loans and loans secured by marketable bonds and stocks 


Note: Components may not add exactly to totals because of rounding. 


SOURCE: D.B.S. Publication 13-514, Table 37. 
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TABLE 3 


Percentage Distribution of Families by Age of Head, by Consumer 
Debt, Spring, 1959, and by Income, 1958, Canada 


Income $3,000 - $4,999 


AGE OF HEAD 
Consumer Debt: 29 and under 30-39 40-49 50-64 65 and over 
per cent 
No consumer debt 26 34 36 50 70 
Under $250 25 26 26 22 19 
$250 - $499 15 12 12 ll 5 
$500 - $999 21 16 bie! if 3 
$1,000 - $1,999 11 9 9 6 1 
$2,000 - $4,999 2 3 4 2 2 
$5,000 and over - 1 1 2 - 
TOTAL 100 100 100 100 100 
dollars 

Average debt 424 435 436 418 150 
Median debt 238 1S 2, L35 0 0 
Average debt - 

debtors only oy All 662 677 839 489 

Income $5,000 - $6,999 
No consumer debt 26 30 35 49 67 
Under $250 23 23 20 21 15 
$250 - $499 12 12 13 9 2 
$500 - $999 15 iW 14 8 7 
$1,000 - $1,999 18 15 11 8 5 
$2,000 - $4,999 6 3 6 5 4 
$5,000 and over - 1 1 oe 1 
TOTAL 100 100 100 100 100 
dollars 

Average debt 576 543 637 381 407 
Median debt 262 224 189 14 0 
Average debt - 

debtors only 781 Vdiee 974 745 13225 


Note: Components may not add exactly to totals because of rounding. 


SOURCE: D.B.S. Publication 13-514, Table 37 
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TABLE 4 


Pe rcentage Distribution of Non-Farm Families by Age of Head and 
by Ratio of Consumer Debt to Liquid Assets*, Canada, Spring 1959. 


AGE OF HEAD 
Ratio of Liquid Assets 29 and 


65 and 
to Consumer Debt Under 30 - 39 40 - 49 50 - 64 Over 
‘per cent 

No liquid assets, no 

consumer debt 7 8 9 10 14 
Some liquid assets, no 

consumer debt 20 27 26 42 60 
No liquid assets, some 

consumer debt 26 20 21 15 8 
Ratio under 100% 18 20 22 19 13 
Ratio 100% and over 30 25 22 13 5 
TOTAL 100 100 100 100 100 


*Includes deposits with chartered banks and other financial institutions, 
and government of Canada and other bonds, but excludes cash. 
Some of these bonds may be pledged as collateral against loans 
not included in the "consumer debt" total. 


Note: Components may not add exactly to totals because of rounding. 


SOURCE; D.B.S. publication, 13-514, Table 50. 
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TABLE 5 


Percentage Distribution of Consumer Debt and Total Debt* 
of Non-Farm Families by Income Groups, Canada 


Consumer Debt Total Debt* 
1958 Income: Spring 1959 Spring 1959 
per cent 

Under $1,000 1 2 
$1,000 - 1,999 6 4 
2 00h=— 2,999 9 7 
3,000 - 3,999 19 14 
4,000 - 4,999 16 12 
5, U00T=" 6,999 24 20 
Ts, 000)= 91,999 19 21 
10,000 and over 6 20 
TOTAL 100 100 


*Excludes mortgage debt but is slightly more comprehensive than the total 
selected debt in Table 1. 


Note: (Components may not add exactly to totals because of rounding. 


SOURCE: D.B.S. Publication, 13-514, Table 55. 
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TABLE 6 


Percentage Distribution of Non-Farm Families by Income Groups 
and by Regions, Canada, 1958 


Atlantic Prairie British 
Income: Provinces Quebec Ontario Provinces Columbia Canada 

per cent 

Under $1,000 8 2 2 4 2 3 

$1,000 - 1,999 21 9 6 12 10 10 

epOU0 392,999 16 16 10 12 iP} 13 

3,000 = 3,999 20 21 17 1, WW 18 

4,000 - 4,999 14 17 20 18 17 18 

5 ,000;—) 67.999 12 20 24 23 25 22 

V7 VOUE=—0, 999 7 9 14 9 14 ll 

10,000 and over 2 6 7 4 4 6 

TOTAL 100 100 100 100 100 100 
dollars 

Average income oPoge 4,874 5,419 4,622 4,945 5,096 

Median income 3,200 4,066 4,717 4,220 4,514 4,548 


Note: Components may not add exactly to totals because of rounding. 


SOURCE: D.B.S. Publication 13-514, Tables 3 and 8. 
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Lk 
INSTALMENT DEBT AND DURABLE GOODS PURCHASES 
ee ee UU EURCHASES 


he, The preceding section dealt with the broad 
outlines of the growth of total consumer credit and 
suggested some relationship between this growth and 
the growth in families, income, and spending on 
consumer durables. In this section we would like to 
explore the changes in various types of credit and 
spending on durable goods more carefully. 

1 As was explained earlier, limitations of 
data force us to confine most our remarks to the 
period 1951-61. This, however, is a period in which 
consumer debt has grown rapidly and has become a sub- 
ject of some consideration among some observers of the 
economic system. 

Ad, Over the decade consumer debt and its main 
components, as shown in table 1 (p.20) changed as 


follows: 
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Toronto, Ontario 
1 
TABLE 7 
2 
3 Growth in Selected Consumer Credit 
4 Canada, 1951 - 1961 
5 
Per cent 

6 e! Dum LOL 4, ange 

( millions lofiotlars) iss. 
7 

epartment Store Credit 78 HOl 525 
2 Other Retail Credit 328 605 277 
9 
Total Retail Credit 406 1,006 600 


nsecured bank and 


finance company loans 584 2,343 2,259 


Secured bank and insurance 


company loans 425 762 bye 


TOTAL 1,415 4,611 3,196 


POURGE;: Table 1, 


The total of these items of consumer debt increased by 
226%. Total retail credit increased by 143% due largely 
to a high rate of growth (414%) in department store 
credit. Loans by instalment finance and small loan 
companies, unsecured personal loans by banks and credit 
unions increased by 387%, similar to the increase in 
department store credit and by relatively more than the 
growth in total debt. Chartered bank loans secured 

by marketable stocks and bonds, home - improvement loans, 
and life insurance company policy loans increased by 
79%, or relatively slowly, as did other retail credit. 
As a result of the different rates of growth, retail 


credit declined from 29% of total consumer debt in 1951 


to 22% in 1961. 
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45. Of total credit supplied by retailers, 
instalment credit outstanding increased more rapidly 
than credit outstanding in charge accounts. From data 
published by the Dominion Bureau of Statistics, a 

rough breakdown of the two components can be made which 
will give some indication of the growth of instalment 
credit. Over the decade charge account credit out- 
Standing rose by 55% compared to a rise of 328% in in- 
stalment credit. In 1951 charge accounts were roughly 
two-thirds of total retail credit. In 1961 the pro- 
portion was about two-fifths. Of the growth in retail 
credit over the decade less than one-quarter was in 


charge accounts. 
TABLE 8 


Retail Dealer Credit Outstanding with Consumers, 


by Type of Credit, Canada, 1951, 1961. 


Per Cent 
1951 1961 Change Change 
(millions of dollars 
% 
Charge Accounts 269% 415 147 % 
ae 
Instalment Credit 133 591* 453 328 
TOTAL 406 1,006 600 148 


* pased on estimates of department store charge 


accounts amounting to $36 million in 1951 and $80 million 


in 1961. 


SOURCE: D.B.S., Canadian Statistical Review. 
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H6, The use of charge accounts is associated 
in large measure with purchases of non-durable goods 
(and some minor durables). Personal expenditures on 
non-durable goods (excluding electricity and gas for 
household operations) rose from $7.6 billion in 1951 
to $11.6 billion in 1961 or by 53%, At the same time 
charge accounts of retail dealers rose by an estimated 
55%. 

UT. In general retail charge accounts are 
intended to provide credit for short periods, usually 
one month or less. Other types of consumer credit 

are used to provide financing for longer periods. Some 
bank loans are payable on demand, but are not often 
originated with the expectation that they will be 
extinguished within a month. Taken together it is 
this longer, non-charge account type of debt that 

has grown rapidly in recent years. It has accounted 
for 95% of the growth in consumer debt during the last 
decade. 

48, Non-charge account debt arises largely 
from large purchases, mostly major durable goods. Some 
of it represents the refunding of charge accounts, but 
such refunding is often made necessary by the 

purchase of major durables. Loans to consolidate many 
small debts, or to pay for medical services are 
secondary in importance. 

4g, Purchases of durable goods by consumer, as 
indicated in Chart 4 (see Appendix B) rose from $1.5 
billion in 1951 to $2.7 billion in 1961, an increase 


of 30%. A major component of this aggregate is, however 
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passenger automobile sales for personal use, Credit 
for such purposes igs not included in the "retail credit" 
Shown in Table 8 (p.28). Personal expenditure on new 
automobiles, used automobiles (net), and house trailers 
increased by about 110% in this period while expenditure 
on other durables increased by only about 65%. This 
latter figure compares with an increase of about 240% 
in instalment credit extended by retail dealers,+ The 
growth in non-charge account debt appears therefore to b 
the result of a combination of (1) the rise in the 
aggregate value of durable goods purchases, (2) an 
increase in the propensity to use credit to make such 
purchases and (3) more recent expansion in the use of 
Such credit for other purposes. 
BO. Basic to the growth in demand for durables 


was the rise in personal disposable income per person 


Some of the financing of non-automobile durable zood 
purchases is by conditional sales contracts held by sale 
finance companies or by loans obtained from banks, credi 
unions, small loan:companies, or life insurance companie 
The balances outstanding on conditional sales contracts 
on non-automobile purchases owing to sales finance 
companies rose from $45 million in 1951 to $200 million 
in 1961, i.e. by 350%. Unsecured loans from small loan 
companies, banks and credit unions quadrupled in this 
period to about $2,100 million. As was pointed out 


above loans secured by marketable bonds and stocks, home 


improvement loans, and life insurance company policy 


loans rose by about 30%. 
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and in the number of families. Per person income 
increased by a third over the decade. The number of familie 
rose from 3.355 million in 1951 to 4.13 million in 1961, 

an increase of 23%." That families also increased 

in size is suggested by the fact that annual births 

rose by 25%, or more than the rate of growth in families, 
and the per cent of births which were third and subsequent 
children rose too.> Population and income changes 
created a strong demand for additional housing and a 

Joint demand for durables. New housing of the desired 
type and cost could be provided largely in the suburbs, 
access to which was greatly enhanced by the ownership 

of one or more cars. Household labour-saving devices 

were highly attractive as the supply of labour to the 
household was limited by the undoubling of households, 
entry of married women into the labour force, a 

scarcity of domestics while the longer journey to work 
partially, if not fully, offset shorter working hours 
outside the home. Larger families meanwhile meant more 
work. Not surprisingly expenditures on durables kept 

pace with the increase in personal disposable income. 

m1. The increased propensity to use credit to 

buy consumer durables is attributable to a number of 
causes. In general the feasibility of borrowings for 
any spending entity is governed by the prospective 


level and certainty of its future income. It seems 


Ee 
a CMHC. Canadian Housing Statistics, Quarter 3, 1959, 
» Yalidt.e! ~~ s 2 — 


23, and 1961, 43. 


) CMHC, op. cit., 1961, 41. 
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reasonable to state that favourable expectations con- 

cerning both these conditions prevailed over a large 

proportion of the decade under review for a very large 

proportion of the population. As was stated in the 

Federal Reserve Board study Consumer Instalment Credit:4 
. In the period since World War II, consumer 
willingness to incur debt has been influenced by 
favourable income prospects. When incomes rise 
fairly steadily and people are optimistic about 
continuance of the rise, consumers are likely 
to consider future instalment payments, including 
finance charges, as less of a burden than fail 
cash outlay at the time of purchase. When income 
1S expected to rise, today's income dollar is worth 
more to the consumer than the dollar that must be 
repaid next year." 

and as Katona has written:° 
7 There is no other group which goes into 
debt so frequently as those who anticipate income 
increases ......People who have experienced income 
increases, and aspire for and confidently expect 


further increases, hurry to change their standard 


of living.” 


Part I, Volume 1, Growth and Import, 16. 
George Katona in National Industrial Conference Board 
The Economics of Consumer Credit (New York, NICB, 


Studies in Business Economics, 0, 1955) 46 and cited 


by Rolfe, op. cit., 54. 
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52. As industrial wage rates continued to mount 
year by year, employed workers presumably became 
increasingly confident of further increases, For 
increasing numbers, collective bargaining att belinte 
provided a contractual basis for such expectations. 
Rising wage rates not only must generate expectations 
for further increases, but also create confidence 

that rates will not fall below existing levels. 

Workers conceivably become more Willing to assume 

debt for this reason. Moreover as the 1950's pro- 
gressed, the 1930's receded further into the past; 

more and more workers reaching the age of acquisition 
of durables had little or no direct knowledge of 

the depression. Their own experience was with 
inflation -- a process which benefits debtors. Mean- 
while unemployment insurance (extended to seasonal 
workers during the period), access to paid employment 
for many housewives, and the spread of prepaid medical 
plans, tended to diminish the vulnerability of the 
budget to fixed payment on indebtedness, 

wpe Conditions of supply of consumer finance 
also contributed to the rise in use of instalment 
credit. Department stores now offer greater facilities 
for deferred payments as noted in Section VIII. Average 
repayment terms on retail paper purchased by finance 


companies show some increases since data was first 


6 
published in 1957. 
ay ~ a ee ee 
Bank of Canada, Statistical Summary, Supplement, 


1960, 102; and op cit., February, 1962, 107. 
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IV 
IS THE SECULAR GROWTH OF CONSUMER DEBT A DANGER ? 
—_—— EL AY DANGER ? 


54. That the growth of consumer credit is a 
matter of concern to some is indicated by the following 
statement made by a former Governor of the Bank of 
Canada.” 
"There is....a form of dis-saving, 
represented especially by consumer credit, 
which amounts to mortgaging one's future 
in order to consume today at a higher 
rate than one's present income can finance. 
To some degree and in some circumstances suc 
action is unavoidable. It is clear, how- 
ever, that there has been a very large 
and rapid expansion of consumer credit 
in this country since the War, and this 
increase came out of the savings of other 
people which otherwise would have been 
available for financing Canadian develop- 
ment under Canadian ownership and control. 
We used to think we were more conservativ 
in this regard than the Americans, that 
we did not engage in high pressure selling 
techniques and were not repens oy to the 
urgings of those who would have us live 


beyond our means. Evidently the salesmen 


SL OR ee ee 
1 J. E. Coyne, "Strong Roots for New Growth". Remark 


prepared for delivery at the Annual Meeting of the 


Newfoundland Board of Trade, St. John's, Jan.3l, 1961. 
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"have been very successful in overcoming our 
Sales resistance in this field. The rate 
of increase in consumer debt in this 
country in recent years, and indeed ever 
Since the Second World War, has been greater 
than the rate of increase in the United 
States, and the amount of consumer debt in 
this country now represents approximately 
the same proportion of personal income after 
tax as in the United States. 

Any programme for increasing Canadian 
Savings, especially the personal savings 
of Canadians, and ensuring that these 
Savings are put to uses which will be of 
most benefit to the nation as well as most 
rewarding to their owners, would be 
strengthened by a changed attitude towards 


consumer debt and consumer credit." 


Se. We do not, as we indicated earlier, share 
this position. We hold that investment by the con- 
suger in household durable goods contributes to the 
productivity of the household economy, an important 
but often over-looked sector of the economy. Indeed, 


d it:© 

as one writer has aptly expresse ; 
" Me household can be viewed as a decision 
making organization engaged in much the 


same activities as a business firm. From 


Ferber, op.cit., p.49. 
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"this perspective, the household becomes a 


. Separate organization that receives income 
, and other money receipts and that disperses 
' this money in accordance with certain 
criteria. Entering into these criteria are 
, the wants and desires of different house- 

: hold members, the structure of the house- 

. hold and the interpersonal relationships 

‘ existing among the different family members, 
“ all subject to various economic restraints. 
‘ The explanation of consumer behaviour then 
“- becomes a matter of identifying and measurin 
1‘ the relative importance of factors that 

- enter into the decision process." 

15 

16 56. This viewpoint has also been expressed by 


17 the Radcliffe Committee in the United Kingdom in 


commenting on hire purchase as a source of consumer 


19 credit:° 


20 " A large amount of short-term and medium 

vA term credit becomes available to private 

22 consumers and to a much smaller extent to 

23 business concerns, through hire purchase 

24 or credit sales .....The significance of 

25 hire purchase in the financial structure of 
| 26 the economy is thus that it is a convenient 
| 27 source of medium-term credit on fixed terms 
Le hy a ares eee = 
. * Report of the Committee on the Working of the 

29 


Monetary System (London: Her Majesty's Stationery 
Monetary oysvem 


Office, 1959), Cmnd. 827, pages 72-74. 
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"for the purchase of equipment, where the 
equipment itself can provide adequate 
security for the loan and the loan can be 
paid off by regular instalments. 

The purchaser is free to employ his 
personal credit in other directions if he 
wishes, a circumstance of particular importande 
to business users. His sole obligation, afte 
making the initial deposit, is to meet his 
regular contractual payments; these can be 
as large a proportion of his income as he 
thinks fit. While he escapes the necessity o 
saving in advance of his purchasers, and 
draws on the savings of others to finance 
his investment, the act of repayment 
restores those savings for other users, 
and there remains in his hands a stock of 
goods that may be presumed to make as real 
a contribution to the amenities of life as 
any other form of investment." 

Shs We would agree, however, that misallocation 
of resources can occur if credit is extended for this 
purpose on a basis which is not commensurate with the 
benefit from such investment. Since the benefit is, 
however, a subjective evaluation on the part of the 
consumer, we must -- in general -- assume that provided 
the consumer fully understands the cost of the credit 

he is extended, he is making a productive investment. 
While we hold this general position, we admit 


58. 
that many individuals undoubtedly do not make rational 
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calculations in comparing benefits on investment in 
durable goods with the cost of money. Moreover, many 
consumers are not proficient in making such calculations 
We are trying, however, to state a general position 

on the role of consumer durables in the economy and 

upon debt as a method of financing their purchase, 
Education and more information on the dollar cost 

of credit services to the consumer should remove some 

of the misuses of consumer credit. 

59. This does not mean, however, that the many 
abuses of consumer credit are to be taken Lightly. 

We argue, however, that steps taken to correct abuses 
should not affect the rational use of credit by 
intelligent consumers to purchase durable goods to 
produce a future stream of services within the household 
60, We have indicated earlier that we do not feel 
that there is any great significance in the ratio of 
consumer indebtedness to personal disposable income. 

It has been suggested that there are critical 

upper limits to this auttet Such an argument implicitly 
assumes that consumer debt is distributed more or less 
evenly throughout the personal sector with the result 
that very large numbers of consumers are expected to 
have to retrench on spending at roughly the same time. 
But all consumers are not in debt at once and those 

who are do not all increase their debt together. 


Borrowing varies over the family's life cycle. "Debt 
OD et Se et ee eee reeatees 


4 S. E. Harris and H. M. Groves cited by Enthoven, 


op cit., p. 914 
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rotates through the population".> 
61. It can be shown how in a period in which 
income is increasing, as in the postwar period, and 
when debt at the start of the period is abnormally 
low (below its equilibrium level), as at the end of 
World War II, 
",..then the relative rate of growth of 
debt will always exceed that of income, 
converging on the latter asymptotically 
from above", 
and to conclude that 
",.,it is not correct to suppose that a 
progression in which the relative rate of 
growth of debt exceeds that of income must 
be temporary and of short duration or 
must overcome consumers! budgets with re- 


payments", 


62. A principal explanation for the high rate 
of growth in instalment debt outstanding since the 
end of the war is "&he abnormally low ratio of debt 
to income” at the start of the period.! This is 
reflected in the change in the ratio of consumer 
debt (as shown in Chart 2, Appendix B) to personal 


disposable income in Canada of 9.6% in 1951 to 17.1% 


in 1961. 


9 oe... p. Get 
6 Ibid., p. 927 
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635. A question that is sometimes raised is 
what constitutes a maximum safe debt limit for consumer 
credit? In general we believe that safe limits on 
borrowing are established by the conduct of sensible 
borrowers and by retailers who provide credit only 
to sound credit risks. It has been suggested however, 
that a good margin should be preserved between "volume 
of indebtedness and the volume that would dangerously 
expose the country to deflation during Paee, Ee 
64, The following has been advanced as a 
"roughly correct criterion" for establishing a 
dangerous level of indebtedness. It is when debt 
repayments become so large that in even a mild recession 
they are likely to produce an excess of planned saving 
over planned investment that is so large that the 
imbalance cannot be redressed rather quickly either by 
speeding the application of easy mohey or by fiscal 
policy.” This criterion, however, applies to cae 
forms of private debt as well as to consumer debt. 
In fact it probably applies to other forms with more 
force since consumer debt is relatively short in term. 
In the short-run, at least, when incomes decline 
inflexible debt repayment requirements may not cause the 
curtailment of other expenditures because liquid assets 
can be drawn down, other financial saving can be reduced 
= en 
8 sumer Slichter, contribution to "The Economics of 


Eisenhower; a Symposium", Review of Economic Statistics, 


November 1957, 370. 
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(e.g. by borrowing for new purchases instead of paying 
cash) and by refinancing the debt. Many consumer 
debtors, judging by the high coverage of their debts 
by liquid assets, may well be in a far better position 
to maintain their Spending in the face of a decline 
in income than many businesses are. 
65. It is worth noting that for many households 
the proportion of assets that can safely be debt- 
financed is relatively higher than for many businesses. 
It is because the income of the head of the household 
is often more predictable than that of the business. 
Besides businesses take on debt with much longer 
maturity. 
66. So far we have considered only concerns evoke 
by the long-term rise in consumer debt. It would 
be a mistake however, to say that the secular growth 
in debt has produced only concern. There has been 
perhaps a tendency to emphasize consumer investment as 
the cause of growth to the point where consumption 
has been neglected. Ruth Mack, a leading student 
of consumer expenditure writes as fied owste © 
si I hold that one cannot adequately 
explain the most notable of the trends in 
America -- the growth in real consumption 
and its high level throughout -- without 
recognizing the unusual force of the drive 


to consume and its effect upon productive 


10 
Mack, "Trends in American Consumption and the 


Aspiration to Consume", American Economic Review, 


Proceedings, May, 1956, 58. 


| gntveq to bsevent esasdorsg wen 10% galworiod vd +39) 
yemuenoos vasM .tdsb oft antonsatter yd bas (daso 
atdeb trerd to sastsvoo rigth sds yd anfgbut ezeddeb 
Mofitaoq tstied ssi s ont sd {few yam ,etoaas bluptt yd 
enifosh & to sost odd of antbasqe sted alstaten od 


-S18 eseesitaud ynism asdd smoont at 


eee 


eblodeavod yasm tot sendt gntton dtqow ef tI .20 
-3dsb sd yis'tse aso tsdt eteses to noltsrogo rq odd 
-Gosesnlenud yosm tot asdd rerigth yisvidsele: at boonsntt 
blodseved edt to bsed ed to smoont sot seusoed at JT 
.Geonteud sft to tsdt asdt ofdsetotberq stom met'to at 
teagnol doum détw tdeb mo sed eserxenteud sebtacad 
Yttuvtem 
DSNOvs amisodoo yito betebtenoo oven ew ist of .00 
bivow JI .tdsh wemsesoco at sata miat-gool. ent vd 
itworp wslvose edt tedd yee ot .tevewor odsdetm s sd 
msed esd stell .mreonoo yino bsouborg esd tdeb at 
“28 ¢romtesval stemuenoo estesdqms ot yonsbaet s sasdtegq 
noftqmuenoo stsdw tatoq sd ot Adworgs to eeuso ont 
tasbute oatbeel s .dosM ddufi .ostoofzen mesd esd 
* mwolto® as eocsinw saiutibmeqxs remisenoo ‘to 
yietsupsbs tonaso eno tsdt blon I 4 
nt ebaert eft to sldston teom ort atelqxs 
soliqmuenon [sex at déworg sat ~~ soltvomA 
duontiw -- tyodguoidd Level datd ed! bos 
evitb ert to so1r0t Levene orld antsivscoet 


evivoubo1g mnogu sostte att bas smvenoo oF 


OL 
edt bas nottgqmueso) msotromA at ebnoe pt" .wo8M 


Wolves olmonood asotiemA ."smuenod of nottstiqeA 


-C@ ,3@CL .ysM .egnibessort 


tt 
£ 


Nethercut & Young A.48 


Terente, Ontaria 
° effort," 
She submits that explanations for the rapid growth in 
output in America which are commonly attributed to 
such causes as rich natural resources, the talents and 
Special skills of the people, the large domestic market, 
"seem to assume a zest for work and a willingness to 
take chances which themselves need explanation." 
She finds part of this explanation in the 

",..unusual interest in consumer zoods 

that has characterized the American scene. 

Income.....is a function of consumption, 

via consumption standards, just as truly 

as consumption is a function of income." 
Among her suggestions for maintaining and strengthening 
this source of growth is "healthy credit facilities 
for Cree ' 
67. Two other benefits to the economy as a whole 
of the growth of consumer credit may be cited. One 
is that the accumulation of capital (including 
consumer durables) in the household may have revived 
interest in property ownership and has made it more 
widespread. This may contribute to revitalizing 


attitudes towards capitalism and strengthening the 


foundations of ur free enterprise economy. 


11 thia., 68 


ae This point is discussed further by Moses Abramovitz 
in Board of Governors of the Federal Reserve System, 


Consumer Instalment Credit (Washington, 1957), 


pp. 246-253. 
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68. Of great importance also to the economy 

is the effect of this growth in consumer durables 

upon industrial productivity. Consumer durable 
industries in Canada have benefitted in two related 
ways. The significant increase in the size of the 
durable goods market in Canada has undoubtedly enabled 
producers to achieve economies of scale. Moreover, 

in Canada durable goods producers also produce 
industrial machirery and equipment. To the extent 

that the demands for producers and consumers durables 
have different cycles, the growth in the consumer 
market has allowed fluctuations in the demand for 
_producers durables to be at least partially offset 

by the demand for consumer durables. 

69. Finally, to these points must be added the 
fact that consumer credit provides an outlet for savings 
Surely thrift loses its virtue if it is the cause of 
unemployment. Concerns over consumer credit were they 
to lead to measures which would curb its growth could 
be dually harmful, restricting the growth of both 
household productivity and industrial employment. 
Indeed, adequate consumer credit facilities operating 
freely within the disciplines of the market place, 


are essential to stable economic growth and a rising 


level of employment. 
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Vv 
CONSUMER CREDIT AND THE BUSINESS CYCLE 
ee ENED OU YO LE 


70. We have argued that the growth of consumer 
credit, although great is not a cause for undue concern. 
The tendency for it to increase ata greater rate than 
personal disposable income appears to be satisfactorily 
explained when we take into account the family life 
cycle in which each year a number of new families in 

the early stages of household formation enter the 
consumer credit market while a smaller number” leaves 
the market by paying off its debt after entering the 
later stages of the family life eyotees 

EL¢ When we turn to the problem of cyclical stabi ity 
we must look at the cyclical behaviour of personal 
expenditure on consumer durable goods. As Chart 4 

(see Appendix B) indicates, the growth in durable goods 
expenditures has been uneven. Indeed in 1954, 1957 

and 1960-61 expenditures either failed to increase 


Significantly or decreased slightly. This has been 


1 The number of families entering the credit market 
for the first time will usually be greater than the 
number withdrawing when the total number of families is 
increasing. See Chart 3. 


“ Enthoven, op.cit., This point of view has also been 


accepted in a Staff Report on Employment, Growth, and 


Price Levels prepared for the Joint Economic Committee 


of the Congress of the United States. (December, 1959), 


pp. 385-387. 
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both a reflection of the three periods of slowdown in the 
general rate of economic activity which we have 
experienced in the last decade and a cause of it, 

Since most durable goods expenditures can easily be 
postponed for many months, such expenditures may be 
quite sensitive to changes in the growth of personal 
income. Moreover, when income fails to increase or when 
income decreases, the burden of repayments on existing 
debt reduces the amount of income free for new 
expenditures. Whether an attempt by businessmen to 
offset this short-run income effect by easing credit 
terms in the downswing and to tighten them in the up- 
Swing would introduce more stability in the rate of 
growth of durable goods spending is questionable. In 
part it depends on the responsiveness of the consumer 
to changes in terms and on his recognition that terms 
had, in fact, changed. Undoubtedly an easing of 

credit terms at a time that income is increasing may in- 
tensify the short-term variability of personal spending o 
consumer durables. It is noteworthy that after the 

last three recessions, a substantial increase in total 
finance songhty and retail dealer credit extended to 
consumers (seasonally ai atcen)" did not occur until 
about one year after the general upswing in economic 
activity began. 
72. As a sidelight, it may be of interest to 
note that, in the United States, automobile expenditures 


have contributed to most of the variability in durable 


3 D.B.S. Canadian Statistical Review, Feb. 1962, P. S- 
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goods spending; the "other" component increasing at a 


relatively steady rate of increase." In Canada, as 


Chart 4 (see Appendix B) indicates both components have 
been in phase. That is, the slowdown in consumer 
spending on durables in Canada appears to have been 
Spread over all items in the group whereas in the 
United States automobile purchases have borne the 
brunt of the cyclical adjustments in consumer spending. 
Although the cyclical swings of the two components in 
Canada have been in harmony, automobile expenditures 
have more than doubled in the period, while "other" 
expenditures have increased by only two-thirds. 

tex We would conclude our remarks on the effect 
of consumer credit on economic stability by quoting 
from a review of various studies of this topic in the 
United States: 

, A consideration of the various 
effects of consumer credit on stability 
leads to the conclusion that it may for 
various reasons be a significant factor in 
the cumulative propulsion of the economy in 
one direction or the other but that it 
is not likely to be a major factor in 


producing turning points."° 


—— 


4 Staff Report on Employment, Growth and Price 


Levels, pp. 385-390. 


2 W. L. Smith, "Consumer Instalment Credit", American 


Economic Review, XLVII (Dec. 1957), 972. 
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This is not to Say, however, that if expenditures on 
durable goods are sensitive to changes in the rate of 
growth of personal income, that such expenditures 
do not contribute Something to turning points. The 
review goes on to conclude that: 
"...it is by no means clear that the 
destabilizing effects of such credit are 
SO powerful or of such great strategic 
importance that it Should, on this ground 
alone, be Specially singled out for 


contro1, "© 


6 tbid., 973 
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VI 


CHANGES IN THE COST OF CONSUMER CREDIT AND THE 
————— EE VEIT AND THE 


DEMAND FOR CREDIT 


TH. A question arises as to how households react 
to changes in the total cost to them of consumer credit 
Since it may be through this mechanism rather than 
through changes in the quantity of credit available 

at a fixed price that changes in general monetary 
conditions are reflected to the consumer. In the 

past it appears that most consumers have ignored 

such changes. Thus, in this sector of the economy, 

the price system has not worked efficiently. 

152 There are two requirements for it to do 

so. First, the buyer of credit must be quoted the 

price in such a way that the true magnitude of a change 
is immediately obvious to him. In the case of purchase 
of goods on credit, this requires that both the cash 
price and the time payment. price be known to the 
purchaser. The cash price must be a true cash price; 
tha:is, the purchaser must be able either to buy the goods 
for cash at that price or obtain credit on the quoted 
time payment price, Moreover, the credit terms must 

be quoted in such a manner that both changes through 
time and differences in prices of credit be evident 

to the buyer. 

76. It should be emphasized that what is relevan 


is the total dollar cost to the consumer of the credit 


he obtains. It is no more relevant to his decision 


for him to know how much of this total cost represents 
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the cost of funds and how much represents costs of 
handling the account and how much, if any, is a profit 
to the credit-granting institution than it is for him 

to know when he buys, say, a refrigerator, how much 

the retailer paid for the goods and what the overhead, 
other expenses, and profit are, 

yi A The second requirement is that the consumer, 
knowing that-changes in the cost of credit have occurred 
be sensitive to them. We Suggest that generally 
consumers are sensitive toochanges in the prices..of all 
goods and services that they buy, including credit, 
provided that the price change is sufficient to affect 
his buying plans. If the implicit benefit of future 
services derived from the purchase of a durable good by 
a household is high, then to induce the fanhily to post- 
pone purchase from a peridd of excess demand to one of 
Slack demand, the cost of credit must be very high 

in the boom period and low in the downswing of the cycle 
Undoubtedly, however, changes tin the cost of credit 
would have some effect on marginal purchases, 

y 6 Various factors mitigate, however, against 
changing the costs of credit through time as a device 

to try to produce changes in the inter-temporal purchase 
of durable goods. Principal among these is that a 
change in the cost of credit to a specific user may 
produce changes in the costs of funds for other purposes 
Wide amplitudes in the movements of bond rates or 


bank loan rates would cause problems for corporate and 


government financing. For this reason, fluctuating cost 


of funds as a device for influencing consumer expenditurds 
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on durable goods would not seem to be acceptable. One 
cannot treat the price of One type of credit in 
isolation from all others in a free-market economy and 
in this case it may be that the effect on other 

money markets would be undesirable, 

79. We would suggest, however, that disclosure o 
the total dollar cost to the consumer of credit within 
the limits of practical retail administration be 
adopted as an aid both in helping the consumer make 
more rational decisions and as a device which may 

have some slight benefits in making the use of consumer 


credit contribute more towards economic stability. 
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VII 


SELECTIVE CONTROLS OVER CONSUMER CREDIT ? 
ee TIER CREDIT 9 


80, A main concern of economic policy may well 
be to create a fiscal and monetary environment con- 
ducive to steady and adequate growth. Such a concern 
presupposes that there is some "proper" division of 
the productive resources of an economy among various 
broad categories: The production of business capital 
goods to be used in producing consumer goods and 
services for sale in future periods of time, the 
production of consumer capital goods (durables) to 

be used in producing consumer services to be used 
Within the household in future periods of time, the 
production of social capital to provide community 
services in future periods of time, and the production 
of goods and services for present consumption either 
domestically or abroad. If it could be shown that 
there is some allocation of resources among these 

four broad alternatives that could provide a growth 
rate whic would result in full employment without 
inflation and without disruptive balance of payments 
difficulties, and this growth rate will not result 
from the free interplay of market forces, a case for 
Sovernmental control or influence over resource 
allocation can be made. 

81. This control canbe either through general 


money market influences upon the structure of inetest 


rates or through controls on particular types of 


financial transactions, such as the specification of 


TIV ee eee 


nb me 
Sf 
[few yem yotLog ofmonoos to mrsonoe aism A .08 


-oo taemaorivas Yistenom bas Isoett s stseto od od 

B misonos s dove .dAtwor edsynpsbs bas ybsetea ot svtoub 
to notetvib "“ssqo1g" smog et siredt tedt esagoqquasc:zg 
avolisy anoms ymonoos as to seo tv)easy evidoubouq edt 
{sitaso egonteaud To rottouborg sqgt :eettogetso bsorwd 
bis eboos tomvertoo gatouboug al beev ed oF aboos 

eit .omidt to ebotieg etmtut of e{sa tot esoltvise 

od (esIdsiub) eboog Isttqso tesmuenos to nottouborg 
beeuv ed ot asoivise temuanoo znatouborg at beau od 

eit ,esmft to ebotreq srutut ait blodeeavod sdt niddiw 
yvinummos shivorg ot Istigso [sfooa To nottoubo1g 
nokjoube rq edt bas .smftt to ebotr9q siutut at seotvree 
ientte noftamuanoo gnsasiq tot asotvise bas eboos to 
tedt awonde ed bfyoo tt YL .bsowds to yilsotteomob 
seentt zroms esouvoge: to mottsoolis omogs et sredt 
dvworn s ebiIvorg bilyoo tedd eevitsarestis baord wot 
tuondtiw tnemyolqms Ifut at tiveet bluow otdw sits 
ainemysg to sonsisd evitaqurstb tuodtiw bak nsotsisl tot 
tivaeit tod {I[tw ots déwors etdd bas eotdIuottite 

"ot 9889 B ,.B9D%0T Jex1sm to yelqredat sext edt mort 
somveast revo soneuslin’ to fartaoo [sinemntevoyn 

.s0sm ed aso cotisoolis 

Istenes dgvotdt teddte ed.inso Lottnoo etAT £8 
testent to syutountte oft moqy esoneulLint texusm yonom 


to esqvs wsivottssq mo efortnos dayorls to ests 


to sotdsotttosge orld as dove .enottosensyt Istonsatt A 


Nethercut & Young A.58 


Toronto, Ontario 


minimum down payments or maximum repayment periods on 
consumer credit. The former are seneral monetary 
controls; the latter are specific controls. 

82. We need also to distinguish between the use 
of such controls to smooth out the growth path by 
reducing fluctuations in economic activity. In the 
preceding section we have suggested that the change 

in interest rates required to influence the cyclical 
behaviour of consumers is likely to be too large to 
produce the desired result without upsetting other 
parts of the capital market. We suggest that the 

use of selective controls for this purpose is likely 

to be too blunt a weapon, except in periods of emergency 
Such as war, and its use is likely to amplify rather 
than reduce the now moderate cyclical fluctuations in 
consumer behaviour, 

a5: Moreover, we suggest that if selective credi 
controls are to be used to combat inflation, they 
would seem to have greater possibility for success if 
applied to a large volatile sector of spending rather 
than a relatively small one. The absolute amount 

of changes in spending on consumer durables that 

can take place is small by comparison with the absolute 
amount of the changes that can occur in business non- 
residential fixed capital formation. . In 1956 when 
central bank moral suasion was used in an attempt to 
cut down the growth of consumer credit, business in- 
vestment in new non-residential construction, and new 
machinery and equipment increased by $1.4 billion, and 


the value of the physical change in business inventories 
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was $0.7 billion. Expenditures on major durables rose 
by a mere $0.2 billion. In fact total spending on 
major durables during the year was $2.1 billion, the 
amount of the increase in business fixed investment 
and inventories. We are not aware of any suggestions 
that business investment be Subjected to selective 
credit controls. 
84, Turning to the question of the long-run 
allocation of resources we would question first of all 
that there exists any satisfactory basis for inter- 
fering with the allocation of resources brought about 
by the price system. As one professional economist 
has expressed it: 
x I doubt if our knowledge of the 
relevant relationships is great enough 
to provide guidance for the effective 
administration of controls designed for 
this purpose. In fact, there are probably 
many 'proper' relationships between 
consumption and investment depending upon 


the attendant circumstances." 


85. That is to say, consumer credit controls run 
counter to the principle of consumer sovereignty. 
If the consumer is to be sovereign he should be permitte 
to allocate his resources as he chooses, not only 


between alternatives at one point in time, but over 


time as well. If the consumer is to be sovereign it is 


other sectors that must adapt to his preferences. 
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Ley ei tn® consumer Instalment Credit" American 
Economi¢c..Review, XLVII “(Dec i957). 951. 
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Selective controls on business investment would hamper 
the business sector in adapting to what it thinks are 
the emerging preferences of the consumer, However, 
controls on consumer credit inhibit the expression of 
the very preferences themselves, 
86, Moreover, consumer credit controls operate 
to stabilize the whole of economic activity by 
stabilizing a part. Policies of this kind introduce 
rigidity into the economic System. They achieve their 
effect by restricting adjustments to changing demands 
wien the economy. While general monetary controls 
which operate through the money Supply are not as per- 
vasive as they might be they do not have the ob jection 
of singling out a particular component of demand to 
inhibit its movement. 
87 We suggest that consurier credit should not 
be restricted because the household sector is widely 
under-capitalized. This is partly because a variety 
of consumer capital goods have come on the market at 
prices which many households could afford only in the 
post-war period. It is also partly attributable to 
a time lag in the development of a wide range of 
consumer financing facilities, to meet the specific 
requirements of individual households, in turn probably 
caused partly by moral antipathy to the institution of 
consumer credit -- a heritage of 19th century attitudes 
towards saving. When we have passed through this 
stage consumer credit will grow less rapidly. When 
consumer investment becomes only marginally profitable 


to borrowers and lenders it will likely become more 
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responsive to general monetary conditions. 

88), We would also point out that consumer credit 
control is highly discriminatory. It discriminates 
between purchasers of consumer durables who do and do 
not require credit. From what has been said earlier ther 
is no valid economic or moral basis for such discriminatibn. 
It also discriminates against investment by consumers 

in favour of investment by businesses and governments. 
What is the basis for imposing controls on down payment 
requirements and amortization periods on consumer credit 
without similarly imposing controls on the corresponding 
terms of corporate bond issues? Even if parallel 
restrictions were placed upon the terms of bond 

issues (e.g. raising minimum viadinieds fenta for 

covering funded debt by fixed or net tangible assets; 
setting the maximum terms of bonds at 10 years and 
requiring 100% sinking funds) there would still be 
discrimination against consumer investment. Credit 

is the consumer's only means of external financing 
whereas corporations can issue shares. 

89. Some of the talk of peacetime controls on 
consumer credit dates from the large expansion of such 
credit in the U.S. in 1955. In no small measure this 
was attributable to a coincidence between an expansion 

in auto sales and a relaxation of credit terms. There 
are however, upper limits to the feasible lengths of 
time for which credit can be extended on the security 

of durable goods. Moreover, some rashness and mis- 


judgements are to be expected ina relatively new but 


fast growing industry. If selective control were to be 
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placed upon each area in which lending has been 
excessive at one time or another there would be 
controls on stock market loans (not just moral suasion), 
controls on loans to Wholesalers, inventory loans, and 
controls on bond issues by paper companies and uranium 
companies, 
90, As a final point we quote studies of the 
question of selective control on consumer credit made 
in the United Kingdom and in the United States. The 
Radcliffe Committee commented that hire purchase 
controls 
",..are open to easy avoidance (as distinct 
from evasion) which Srows rapidly if the 
controls are maintained for any appreciable 
time, and we could not recommend any 
attempt at a general control of trade credit 
which would seem to be the only logical 
way of stopping such avoidance....apart 
from special cases, (the authorities) 
should be reluctant to use (hire purchase) 
controls for operating on the general 


economic situation," 


Ol. An American Committee comented similarly: 


e Report of the Committee on the Working of the 
Monetary System op. cit., p. 183 

3 Report of the Commission on Money and Credit, 
Money and Credit; Their Influence on Jobs, Prices and 


Growth (Englewood Cliffs,; Prentice-Hall, 1961), p. 74. 
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The difficulty of efficient adminis- 
tration of selective controls over consumer 
credit is a major argument against them. 
Past experience shows that evasion is a 
constant problem. A minimum ratio of down 
payments on some durable goods, such as 
automobiles, have been by-passed by 
charging ostensible trade-in allowances, 
The growth of leasing could permit consumers 
to acquire cars on terms which might differ 
Significantly from those imposed by the 


credit authorities," 


92. In conclusion, we are of the opinion that 
the allocation of resources brought about by an 
efficiently-functioning price system should not be 


interfered with except in cases of national emergency. 
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Viitl 
RETAIL CREDIT PRACTICES 


93. In the post-war years, retail credit 

facilities have become more varied, more available, 

and more adapted to the needs of particular customers. 

The appearance of substantial discretionary income 

in large groups of the population -- a potential for 

Saving or spending among many alternatives, has 

exercised its influence. Changing status symbols, the 

advent of family shopping, shifts in the periodicity 

of income flows, have had their impact on retail 

credit practices. Even some services, particularly 

travel, are being sold on.credit..,In a,sense,. the 

wide-spread use of consumer credit has become both 

a form of budgetary discipline within the family, and 

a socially acceptable way of twentieth century living -- 

a contribution to the household economy. 

94, To meet consumer demands, many forms of 

retail credit granting have evolved. Here it may be 

most helpful to outline the principal aspect of 

current practices, 

05. Charge Account -- a convenient method to 

make one monthly payment to cover day-to-day purchases. 

96. Advantages 

(a) A permanent record of all purchases, returns. and 
payments on a monthly statement. 

(b) Only one cheque each month, 


(c) No need to carry large sums of money or to wait for 
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change when shopping. 
(ad) Deliveries can be made without necessity to remain 
at home as for C.0.D. purchases. 
(e) Facilitates return of merchandise by credit to 
account and eliminates cash refunds. 
97. instalment Account -- This type of account, 
usually identified with periodic purchases of large 
items, is known under a variety of titles, such as - 
Contract, Budget, Deferred Payment, Monthly Payment, 
etc. Essentially it is an account with a specific 
number of months during which payments are due, with a 
Carrying or Service Charge, added to the balance at 
the outset. Many of these Contracts require a Down 
Payment varying between 10% and 15%. The amount of the 
monthly payment is arrived at by adding the Carrying 
Charge to the amount financed (amount of purchase less 
down payment) and dividing by the number of months the 
contract has to run. Contracts vary in length of time 
from 12 to 36 months, and are usually secured under 
a Conditional Sales Agreement. 
98. Revolving Credit or Charge with Option Terms |-- 
Also known by several names such as Continuous Charge, 
Option Charge, Budget Charge, All Purpose, etc., is 
a continuous type of account on which credit is 
extended on the basis of an amount or balance rather 
than identified with a particular purchase of merchandis 
It enables the holder to make everyday purchases by 
the use of a Credit Card, on the basis of a Master 


Agreement or Contract signed when the account is opened. 


-aotgqgode norlw sansdo 


afemet ot ytteaesen guodtiw sham ed nso estrevifed (b) 
eek €.0.9 Tot es omod ts 

ot Sibe1o yd setbasdotem to axutey estedtltost (9) 
-85nutst deso eetsatmtf{s bas tnvooos 


| .tryooos to eqyt alaT -- tnvoooA tuemtstent we 


~ es dove .eeltts to vietisv « reba mwond ef .emedtt 
-taemyst vidsnom ‘pres hbetrsted ,tenbea .tosatnod 
oftfosqe s adiw tuvooos as et tt viletineeed ,ot8 

s ditiw ,sub sis etasmysq dotdw ematiub eftnom to redmun 
gs sonsisd sdt ot bahbs <O8Ishd sotvrse t0 aniytisd 
awod s sxtupey atosntnod bad to ¥n8M .teetuo Slt 
edt lo tovoms oT RAL bos ROL asewted anivisy tnomyst 
amtfiyt3s) edt satbbs vd ts bovine ef doomysg viddaom 
eaofl sasdorsg lo tnvoms) beonsntt tavomse sad of eDitBno 
ons artoom to tedmun edd yd patbivib bas (tnemvsq owob 
emtd to avenel at yrev etosytaoD  Jaur of San tJosrtnos 
reba botvooe yilsven e168 bos .atitnom dé ot SE mort 
-InsmesrsA refee Isnotstbnod s 

~jemisT sottgo dttw ssrsho 0 tiberd satyloven Ai ©) 


8a %sdd avountiacd as dove eemsn isievee Yd mwondt oalA 


af ..ote ,sgoqiud ILA .ensasddD Jesbuad ,exrsdd notstqod 
at tibeto dotrw ao Jouesos to oqydt evounttnos sg 
todts1 sonsisd 10 “tavoms ms to elssd off no Bebretxs 
-pelbascotsm ‘to sescotug tsluotiseq s Ad¢iw bettftcebt neat 
yd esesdorg yabytevs sism ot teblod edt aeslfdsene $T 
tevesM S8 to efesd eft mo .b189 stbsid s to say ont 


.bsmego et tavooos ont nanw bsnate tosstnod 10 InamootgA 


Nethereut é Young A, 66 


Terente F Ontario 


It permits the customer to pay the balance in full 
within 30 days with no charge, or to make payments over 
a number of months with Service Charge added. 

99. The amount of monthly payment may depend 

on the maximum balance or monthly balance, depending 

on the individual plan. The Service Charge is generally 
calculated on monthly balance (and is shown in dollars 


on Customer's statement by most responsible retailers). 


OPENING ACCOUNTS 

100. Application = is usually completed as 
follows: 

Name (surname and initial) 

Address and how long there 

Previous address or addresses and how long at each 

Wife's first name 

Residence and business telephones 

Owner, tenant or roomer 

Employer, position and for how long 

Income (wages and salaries) 

Other income 

Wife's employer, position and income 

Former employment 

Name and address of bank 

Personal references (nearest relative as one) 


Record of other store accounts or loans 


101; Agreement -- is signed at the time of 
application. The wording varies as to the type of account. 


For a Charge Account, the customer agrees to pay in full 


each month. For an Instalment Account, a conditional 
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Sales agreement stipulates that title to the merchandise 
remains with the stores until fully paid, 

102. Authorizing new accounts -- suitable identi- 
fication is requested from the customer and noted, 

The application is then checked for accuracy and supple- 
mentary information is obtained from Credit Bureaux 

or other reporting agencies and direct investigation 

of facts reported by the customer. The paying habits 

of the customer are checked and the employment 
information is verified. While the capacity to pay and 
net worth of the applicant are important, basically the 
acceptable credit risk must have a good record of 
meeting his financial obligations as they become due -- 
a fact that must be verified through the investigation 
indicated above. The credit authorizer will make a 
decision based on his experience and available 
information regarding the particular applicant as 
detailed above. 

103. Up to 20% of applications are declined, 
either because of poor credit records or, in the judgmen 
of the credit authorizer, it would be in the best 
interests of both the store and the customer not to 


extend credit at that time. 


. Credit Bureaux operate in 125 municipalities across 
Canada and have over 11 million files of credit information 
on individuals and family units. Some of these are 
because of the increasing 


duplications, as between cities, 


mobility of the Canadian population. 
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CONTROLLING CREDIT ACCounTS 
104, With an instalment account, control can be 
firm. The balance of the account is controlled by the 
good judgment of the authorizer. Each new purchase to 
the account is carefully considered and the record is 
reviewed to avoid having the customer obligated beyond 
his estimated ability to pay. If some time has elapsed 
since the account was opened, a further clearance may 
be obtained from the Credit Bureau to ascertain the 
amount of outstanding debts at other stores. 
105. With a charse Account or Revolving Credit 
Account, it is the usual practice to issue an identifi- 
cation card or plate that permits the customer to make 
Smaller purchases without the necessity of reference 
to the Credit Department. Until an account however, 
is thoroughly established or if the degree of risk 
warrants more control, a "restricted" identification 
card is used, so that each individual purchase must 
be authorized. A "purchase record" slip is used to 
record authorized additions to the account, and this 
form is destroyed when the actual salesbill is processed 
106. Each account naturally must have a "Credit 
Limit", It is customary to arrange a mutually 
Satisfactory limit at the time the account is opened. 
This forms the basis for any future discussions as to th 
amount that may be purchased. Whenever the "Credit 
Limit" is changed, proper notification is given to the 
customer to avoid any misunderstanding. 


107. Any derogatory information received from the 


Credit Bureaux or other sources is indexed. This prevents 
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new accounts being opened for undesirable risks. An 
"automatic signal service" ig used by the bureaux, to 
inform a store that already has an account Opened, that 
subsequent unsatisfactory experience has been recorded 


by another store, 


BILLING ACCOUNTS 
108. With instalment accounts, the customer's 
payment book can be revised with each purchase or this 
can be accomplished by mailing a monthly statement 
whenever additions are authorized. With a Charge or 
Revolving Credit account, all transactions -- both 
debits and credits -- are accumulated and billed once 
a month. The media may be microfilmed before mailing 
with the statement. In this way, the customer has 
complete details for all transactions on the account. 
In smaller stores it may be preferable to describe each 
purchase on the statement and file the media, rather 


than mailing it to the customer. 


COLLECTIONS 
109, It is axiomatic in the retail trade that an 
account well opened is not likely to be a collection 
problem. Not only must the retailer have a complete 
application and a thorough check of all information, 
generally with a clearance through the Credit Bureau, 
but also a clear understanding as to the terms of the 
contract. The great majority of customers are honest an 
are not apt willingly to obligate themselves beyond their 


ability to pay. 


et 2 If terms are properly defined, the average 
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customer only requires a routine reminder if payment is 
overdue. For the first two months that a balance is 
past due, impersonal notices are mailed. Some stores 
place stickers on statements or use similar means to 
call attention to overdue payments in the early stages 
of delinquency. 

da od gs After an amount is more than two months 
overdue, a more personal method must be used for 
collecting. The most effective tool is the telephone. 
This is a quick and direct approach that will usually 
give an immediate answer as to why payment has not been 
received. If the customer is experiencing some financia 
difficulty, a satisfactory arrangement can normally 

be arranged. It is not always possible or practical to 
telephone each delinquent customer and in such cases 
form letters with increasing firmness are generally used. 
Pte. Only when an assumption is made, based on 
the relevant data, that the customer is able to pay, 

but unwilling to do so, is the account referred to a 
solicitor or collection agency. It is natural that 

the store would wish to avoid this additional expense. 
At the same time, the customer's record is brought up 

to date at the Credit Bureau, so that new accounts will 
not be opened by other stores. 

s & A strict collection policy and prompt follow 
up of overdue accounts, together with careful authorizin 
reduces bad debt losses to a minimum, When a credit 
department is well organized, bad debts are only a small 


percentage of total credit sales. Losses are not usuall 
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due to poor investization at the time the account is 
opened or to inadequate control of purchases, but rather 
to unavoidable changes in the customer's circumstances, 
such as ill health. 

114, In such cases, it is general practice to 
discuss with the customer some feasible basis of payment 
usually extending the terms, in an effort to assist 

the customer in meeting obligations over a difficult 
period. This method of reaching an amicable arrange- 
ment with the customer is much preferred by retail 
stores, rather than recourse to any methods of forcing 
settlement. 

PYS.; Normally a charge is made for credit over 
30 days; this may take the form of delinquency charge 
on regular Charge accounts, or a regular service charge 
on accounts which are paid in instalments. On the 
latter accounts, charges are usually predetermined and 
made known to the customer in a schedule at the time 
the credit is extended. The charge made for deferred 
payments is based on a complex of cost factors. These 
costs inherent in credit vary with wage levels, extent 


of service and convenience rendered to the cusomter and 


interest rates. 


SOME ASPECTS OF RETAIL CREDIT ADMINISTRATION 
LO. Earlier in this Wey oe the economic 
implications of the cost of financing consumer paper 
were examined. It may also be relevant to the con- 
siderations of the Commission to examine how in fact the 


average retailer re-shapes the application of consumer 
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credit granting under varying economic conditions. 

cr For example, in periods of relatively ticht 
money, some retailers may have limitations placed on 
their ability to finance consumer credit receivables, 
The degree of restriction will depend, in large measure, 
on the diversity of financing sources. When monetary 
restraint is exercised, most directly through the 
banking system, those retailers pre-eminently dependent 
on this source of funds, will experience the greater 
difficulty in expanding their credit sales. In any 
case, while general monetary restraint may be uneven 

in its impact, all retailers offering consumer credit 
facilities will be affected to some extent. Under such 
circumstances, they will operate within the frame-work 
of their own financing availability, by extending credit 
to those credit applicants who meet a higher standard 
of qualification. 

1F In the event of an economic depression, or 
a serious decline in earning power of wage earners, 
retailers do take steps to restrict credit to those who 
appear as marginal risks. (This is true on a regional 
as well as on a national basis.) It is accomplished by 
requiring larger down payments and obtaining more 
detailed information on the individuals! financial 
position. 

119. In a period of lower and unstable income, there 
is usually an increase in the demand for credit from 
sood credit risks who choose to keep a cash reserve, 

For this reason, the total amount of credit extended 


during such periods may not decline to any substantial 
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120, Because borrowing costs to the retailer are 
not the principal determining factor in the total cost 
of providing credit services, revision in charges to 
the consumer would only be made when there are relativel 
wide swings in interest rates, reinforced by the 
belief that the new structure would be maintained over 
a reasonable length of time. 
1219 Over the past ten years, changes in money 
rates to the retailer have not exhibited sufficient 
variation to shift in this context alone, total credit 
Service costs to the consumer. The major costs in the 
total credit package -- particularly wages, have risen 
continuously during this period. On the other hand, 
competition between retailers for credit business, as 
a medium for selling goods, has also rapidly intensified 
over these years, exerting a downward pressure on the 
price to the consumer of this service. 
82: Most responsible retailers would agree that 
the purchaser of credit services should know the price 
of them -- in the same way the price of particular 
merchandise is provided. Many retailers already supply 
their customers with this information by showing on the 
appropriate doaiments, in addition to the cash price 
of the merchandise, the price of credit services 
supplied over a stated period of time. This practice 
is growing, although there are undoubtedly a fringe of 
credit grantors who could do much more in this direction 
123, At the present time, provincial governments 


have varying legislation applying to the offer and use 
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of consumer credit. There is, however, a still unresolvad 
area of jurisdiction on consumer credit legislation 

as between the provimes and the federal government. 
Irrespective of any jurisdictional questions, it would 
appear desirable that there be as wide a use as possible 
of a standard procedure for presenting information to th 
customer of the price of credit services being bought. 
Such a uniform approach should not only provide true pride 
information to the consumer, but should also be 
administratively practical within the credit operations 

of the retailer. 

124, Unfortunately, the various bills on the 
subject introduced in provincial legislatures or in 
parliament, do not achieve these objectives, however 
well-intentioned their sponsors may have been. Most 

of them would give false and misleading impressions 

to the purchasers of credit services, while at the same 
time creating completely unworkable operating re- 
quirements for the credit grantor. (see Appendix A) 

In particular, those bills that require the total cost 
constituents of credit service charges -- wages, supplies, 
equipment, the price of money, etc. -- to be expressed 

as a simple interest rate, are misleading, confusing, 
incorrect and unworkable. 

Leds In fact, they are mischievous nonsense. 

Nor should the individual retailer be asked to dis- 

close any one of his cost constituents for credit, 

since the same competitive situation exists as if he 

or his supplier were asked to give information on 


particular costs of an item of merchandise. 
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126; Within the various types of consumer credit 
plans -- instalment, revolving credit, etc., there are 
particular administrative problems even in providing 
what is meaningful and truly informative to the 
customer -- the price of credit. In an effort to 
design some uniform and useful approach to this, a 
committee of the Canadian Retail Federation is giving 


this problem most careful consideration, 


"A" xTqMmTTA 
TIAIAD TO AOTAI FHT YO TAUeIDeTa 


edd bas tivem edt tuods bise need esd novi 
Tomvenos sit ot spyeto edd sntesougxe to ytilidteeog 
fsunans elqmte s to emiet at tibsxo to mofans3xs oeAtd rot 
Dersqmoo bos ot bet¢sler od aso th sedd og sten Jeorstal 
.ensol mo asts: tgaerstnat didtw 

:‘tofid odd of bedste eA 


eores biuew erelister efdtenoges: teoM" 


bivoda assivese ttbeso to yoeesnorug odd gsdt 

",medt to sotaq edt word 
edd ot teoo [fut ond seoloetbh enroonoo seeds .vitsrensd 
-auted LIuntsntisem sJeom att nt temotevo 

on ef stedt Jedd .tevewod tost g et STI 
to molenstixe ent tot esnterlo ceeded qidandotisle: toortb 
veoo edd to "Jeorednt" bag aelse satbasdotem ao tibet 
edt .y¥stom to say sit ao sons rsedenot rot ssrsnto to 
bas olds sqmoo gon et borebre sofvise edd to srsussaq 
venom Io sol s xaitvsm arsonos alt to Nolktonul srs 
oft ai dibe to ebrietxs onw tasdorem ott to tsdd bas 
vitteqorq yew on at sts setbasdorem oentif[ee to sennvoo 
.eldsrsqmoo 

esofviea ows seedt neewted sonersttrb ent 
sersio odt piteesiqxes to mutbom ond 3sdt tse o8 et 
tsdt vew vas at +0 Yifsotseif[ ses toncnso Temoteuo sdtos 
-9m838 oft od .{utantnsem et 

to efse erit no tibexo to Saimin ody 
eefstitost brs asotvyree antibtvesq soevfoval setbnedo-rem 


ont ditw qtfenottislor goorth was of visv ton ob tad 


Nethercut & Young A.2A 

Terente, Ontarie 
amount of an individual sale and the length of time 
allowed for repayment. The cost of handling items 
of small value almost invariably will be proportionately 
greater than for items of larger value. Further than 
this, the credit plans that have been developed to 
meet customer requirements and convenience involve s0 
many variables that it is not possible or correct to 
convert the charge for these services to a simple 
annual interest rate, 

It is true that there are formulae (at 
least six variations) which may be used to calculate 
the approximate annual rate of charge on an individual 
dollar transaction if it stands alone and has set 
and non-variable conditions or terms. This condition 
however rarely exists on credit extended in the sale 
of merchandise and, at the time that a particular 
transaction takes place, the circumstances that will 
apply through the period until the merchandise is 
fully paid for are not known and cannot be fully 
documented. Under these circumstances it is 
impossible to calculate the effective annual rate 
with accuracy, if at all. 

For these reasons, the "time price" principle 
has been developed by leading reputable merchants. 

The customer is told the "cash price" for which the 
merchandise can be purchased if the payment is made 
in full at the time of delivery. He is also told 

the "time price" of the item which applies if it is 


purchased on a basis with instalment payments to be 
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spread over terms as specified in the particular credit 
plan offered. 

The difference between these two amounts 
is the "time price differential" or charge for the 
extension of credit to the customer. It is expressed 
in dollars as related to the amount of the sale or to 
the balance outstanding each month through the life 
of the contract. For the reasons previously outlined 
these are theonly bases of expression that are true 
and accurate and therefore meaningful to the customer. 

The enactment of legislation that would 
provide for disclosure in any terms other than those 
previously shown to be proper and meaningful would 
impose a burden of computation and clerical work 
which, if not utterly impossible for the merchant to 
carry out, would at best provide inferior information 
to customers that could be misleading and would 
increase the cost of instalment sales to the customer. 
It would impede substantially the instalment sales 
transactions for retail business from the point of 
view of providing good service to the customer and 
retail instalment sales of consumer goods would be 
curtailed. 

Further than this, such a requirement would 
tend to promote the deterioration of true cash sale 
prices and thus bring about unfair practices which 
would harm both the cash purchaser and the instalment 
purchaser. Charges would become concealed in the so- 


called "cash price". This undesirable development 
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could not properly be legislated against and the result 
would be the disappearance of any precise knowledze as 
to the cost to the consumer of buying on credit, 

rather than greater disclosure as intended by the 


Sponsors of this lesislation. 
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CHART 3 
NUMBER OF FAMILIES AND EXPENDITURE ON CONSUMER DURABLE GOODS 
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SOURCE: DBS PUBLICATIONS 13-502 AND 13-201[1960] TABLE 47 ++ 
AND DBS_ PUBLICATION 13-001 (iva, wel: TABLE 4 40 
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INTRODUCTION This submission is presented by the 

Retail Merchants Association of Canada Inc., 

a voluntary non-profit organization founded 

in 1896 and incorporated by an Act of Parliament 

in 1910 to represent the retail interests of 

Canada. The objects of the Association are:- 

(a) The promotion of the industrial and 
commercial interests of the retail 
merchants of Canada; 

(b) The collection and publication of 
information and statistics relating to 
or concerning such interests; 

(ec) The arbitration and settlement of trade 
disputes arising between any of its 
members ; 

(d) The procuring and furnishing to its 
members information as to the solvency 


of persons who deal with any of its 


members; and 

(e) generally, all such other lawful and 
similar objects for promoting the trade 
interests of its members, as may from 
time to time be determined by the 


Association. 
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The Head Office of the Association is 


located in the City of Toronto and Provincial 
offices are maintained in Vancouver, Edmonton, 
Saskatoon, Winnipeg, Toronto, Montreal and 
Moncton, 

The Retail Merchants Association of Canada 
Inc. is organized for the municipal to the 
national level. The affairs of the Associatio 
are conducted in all Canadian provinces but 
Newfoundland and governed by retailers who 
volunteer their time. Each of the Provincial 
Associations has its own Board of Directors, 
elected annually, who make Association Policy 
at the Provincial level. These Provincial 
Associations are affiliated with the Dominion 
Association and elect directors, by equal 
representation, to the Dominion Board, which 
sets the policy for the Retail Merchants 
Association of Canada Inc. 

Membership is voluntary and representative 
of more than thirty retail classifications. 

At the last official count there were slightly 
more than 150,000 retail outlets in Canada of 
which approximately 95% fall into the categorly 
of Independent Retailers of the small business 
type. As a vOluntary organization R.M.A. 
enjoys an active membership of about 25,000 
retailers which is a good cross-section of th 
industry and includes small, medium and large 


scale operations. Being a voluntary organiz- 
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ation it may be observed that many Others 
depend upon and benefit from the representations 
of our Association without contributing to th 
funds. 
The chief concern of our Organization is 
the betterment of the retail trade; raising 


the standard of service to its customers and 


establishing and promulgating a high code of 
business ethics among all those who engage 


in the retail trade. 


TERMS OF "To_enquire into and report upon 
REFERENCE 
the structure and methods of operation 
of the Canadian financial system, 
including the banking and monetary 
System and the institutions and processes 
involved in the flow of funds through 
the capital market." 


The Commission's hearings and its final 
recommendations are a subject of interest to 
the Retail Trade and we therefore appreciate 
this opportunity of placing our views before 
you. We will endeavour to direct your 
attention to the relative importance of 
retailing in the marketing process and to 
the economic system of Canada. This sub- 
mission will trace the development of 
retailing in this country to its present 
status and will put forward a series of 
practical recommendations for your consid- 


eration within the broad scope of the 
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"Terms of Reference". 

The ability to mass produce goods is 
valueless unless it is supported by the 
ability to distribute such goods and, in the 
latter, retailing which spans the spacial 
and temporal gap between the manufacturer 
and the ultimate consumer is of prime 
importance. Because of the significance of 
retailing to our economic health, it would be 
logical to assume that everyone is familiar 
with the place of retailing in the economy. 
Yet this is not so. 

Historically, retailing has been consid- 
ered an unproductive second-rate institution 
-~- a parasite of our economic system. When 
our economy was struggling to subsist, our 
entire effort was concentrated upon finding 
the means to produce the goods essential to 
life. There was no need to sell aggressivel 
such goods, but simply to make them available. 
In such a climate production was considered 
to be solely the creation of goods. As our 
invenuity increased our ability to produce, 
we raised our standard of living above the 
subsistence level. We were confronted with 
the problem of selling the large quantity of 
goods produced by mass production. But the 
miracle of mass production overshadowed the 
success Of retailing in selling the increase 


output. Our higher standard of living was 
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Terente, Ontario 
attributed to the initiative and creativity 
of our factories and not to the ability of 
Our marketing system including retailing to 
make the goods available to the consumer. 
Gradually we reached our present level of 
affluence with its attendant problem of 
stimulating the rate of consumption that is 
prerequisite to the growth of the economy. 
For the first time, we are realizing that 
industrial activity is not a goods producing 
process, but rather a process designed to 
satisfy the wants, (i.e. things requisite, 


desirable, or useful), and needs, (i.e. 


unrecognized wants), of consumers. We 
realize that industrial activity must begin 
with the consumer and move backward to produde 
the products that will satisfy consumer want 
and needs rather than, as in the past, 
producing the product and moving forward to 
create a customer for that product. In the 


totality of this concept, retailing becomes 


important and assumes its 


increasing] 
place in the whole productive process. 

Essentially, retailing is the selling of 
goods and services to ultimate consumers for 
personal or household use. (1) But retail- 
ing is much more than the activity of sellin 
It can neither be divorced from nor exist 


outside the marketing system. 


Marketing includes all business activitié¢s 
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that are necessary to affect the effect the 
transfer of title to goods and services and 
to provide for their physical distribution. 
(2) It is the activity which integrates 
business with society for the benefit of both 
Marketing begins with the consumer. It is 


the task of marketing to predetermine what 


goods and services, in what quantities and 
Qualities, must be produced to satisfy the 
wants and needs of consumers; to direct the 
flow of such goods and services from the 
producer to the ultimate consumer; to 

direct and influence, to some degree, the 
demand for such goods and services: and to 
provide and maintain a dynamic system that is 
sufficiently flexible to adapt to the ever 
changing environment in which it operates. 
The marketing task is accomplished through 
the efficient performance of the marketing 
functions; selling, buying, transportation, 
storage, Standardization, market risk, market 
finance, and marketing information and researth. 


Marketing functions are universal regardless 


of the institution that performs them. 


(1) Beckman, T.N. Maynard, H.H., Davidson, 


W.R., Principles of Marketing. 6th ed., 
(New York: Ronald Press Co., 1958), 


Dp. Leff» 


(2) Ibid p. 4 
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These functions cannot be eliminated; they 
can Only be shifted forward to the consumer, 
backward to the manufacturer or to marketing 
facilitating agencies. 

Retailing is a principal marketing 
institution and performs all of the marketing 
functions. Being that link in the channel 
of distribution closest to the ultimate 
consumer, retailing has the responsibility of 
performing the final functions necessary to 
deliver to consumers the standard of living 
they enjoy and the obligation to contribute 
to the ability of the economic system to 
achieve its objective - the satisfaction of 


consumer wants and needs. In assuming its 


y_ and discharging its obligations 


retailing is productive. 

Economists define production as the 
creation of utlities which are the capacities 
of goods and services to satisfy human wants. 
Basically, utlities may be classified as form 
utility, place utility, time utility, and 
possession utility; i.e. transformation of 
scarce resources to increasingly satisfying 
states, having them available at the place 
the consumer wants them, at the time the 
consumer wants them, and at a price the 
consumer is willing to pay and to effect 
transfer of title to the consumer. Obviousl 


these utilities are inter-dependent and 
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interact. One has little economic value 
without the others. Thus, production must be 
considered not as only the creation of form 
utility, but as the creation of form, Place, 


time and possession utilities - the whole 


productive process. Retailing adds value to 
goods primarily through the creation of time, 


place, and possession utilities and, therefore, 
is an integral element in the whole productivgd 
process - not a satellite of production. 

The role of retailing is to contribute 
to the creation of utlities by performing the 
marketing functions in the last stage of 
production and, thereby, complete the market- 
ing task of delivering to consumers their 
standard of living. Performing this role, 
retailing is vital to manufacturers, consumers, 
and the economic system. 

At a time when the tables of world Trade 
have so swiftly turned against us and we are 
all concerned with the problems of Industriel 
Expansion, not only to increase exports but 


to retain a larger share of our domestic 


markets, much is at stake for the Retail 
Industry. As an integral element in the 

whole productive process, Retailing contributés 
to the leadership of the economic system in 

the domestic environment and thereby contributes 
to the ability of that system to participate 


in Industrial Expansion. We are firmly 
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convinced that the keynotes to such expansion 
at home and abroad are the equalization and 
downward revision of Income Taxes and broad- 
ending the sources of capital for business 


growth. 


THE STRUCTURE It is difficult to measure the magnitude 


OF RETAILING 


and importance of retailing to the Canadian 
economy because of its scope. Retailing 

is differentiated from other business 
activity by the status or motive of the 
purchaser. Hence, a retail sale is one in 
which the buyer is an ultimate consumer and 
the motive is personal or family satisfaction 
Insurmountable problems would be encountered 
in distinguishing retail sales from sales 

to business firms when the business user of 
a product purchases a small quantity of it 
from a retail store. Consequently, such 
Sales are considered retail sales. Similarly 
it would be difficult to measure the volume 
of sales made by manufacturers and whole- 
Salers direct to consumers when such sales 
are not a regular part of their business. 
Thus, the importance and magnitude of the 
retailing task can only be approximated by 
quantitative measures obtained from retail 
establishments. Retail establishments are 
single places of business engaged primarily 
in the performance of marketing functions 


and out of which sales are made primarily 
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to ultimate consumers. Most retail estab- 
lishments are retail stores - retail estab- 
lishments that are open to and frequented 
by the public. 

The volume of retail trade varies greatly 
with business conditions. During the period 
from 1951 to 1960, sales increased by 
approximately 54.4 per cent as indicated in 
Table 1. Certainly some of the increase in 
Sales volume is attributable to changes in 
price rather than to changes in the physical 
volume of goods distributed through retail 
establishments. Table 2, Column (3), 
indicates the physical volume of sales for 
the years 1953 and 1957 = 1959 expressed in 
1955 dollars. It reveals the influence of 
price changes in those years. It is evident 
that the increase, expressed in constant 
dollars, is somewhat smaller than the 
increase in constant dollars. An appraisal 
of the trend of retailing over a period of 
time must consider changes in the population 
When the physical volume of retail sales is 
expressed on a per capita basis, as shown 
in Table 2, Column (5), a more stable 
situation is apparent. The somewhat higher 
total physical volume of sales in 1958 
compared to 1957 was offset by the increase 
in population. It is anticipated that the 


phyiscal volume of retail sales will continu 
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to increase gradually during the next decade. 
In 1930, there were 124,608 retail stores 
whereas in 1951 there were 153,034 stores. 
It has been estimated that the number of 
stores has remained about the same sauave the 
Past decade. In other words, the number of 
Stores that have gone out of business has 
been replaced by the opening of new stores, 
As indicated in Table 3, the number of 
retail stores has been more stable than the 
volume of retail sales. In recent years, the 
trend has been toward a substantial increase 
in the scale of store operations. This trend 
will continue. This development has tended 
to increase the efficiency in the utilizatio 
of personnel and capital resources in the 
larger establishments. However, it has 
increased the intensity of the problems facing 
the small-scale retailer. The majority of 
small-scale retailers are somewhat handicapped 
by the lack of financial resources -- and they 
are confronted with increasing costs of 
operation. To overcome these limitations 
and increase the efficiency of the small- 
scale retailer, it will be necessary to 
inspire him to increase his knowledge and 
to guide and direct him through the dissem- 
ination of information regarding Management 
techniques and methods -- and the means of 


obtaining capital and its efficient use 
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through such sOrates as the Banks, Government|, 
Guaranteed Loans for Small Business, the 
Industrial Development Bank and other avail- 
able channels of money supply. The alternative 
is to continue suffering economic losses 
resulting from an increase in the number of 


bankruptcies caused by a lack of Managerial 


competence and the inefficient utilization 
of capital. 

The increase in the scale of operation 
coupled with increased efficiency will 
Support the trend toward larger sales volume 
per establishment. As indicated in Table 4, 
Sales per establishment more than doubled 
in the period from 1941 - 1951. Although 
the increase may become more gradual, sales 
per establishment will continue to climb 
upward. ‘ 

One of the more important classifications 
of cutwiienebeee is by ownership. Government 
owned evenaay manufacturer-owned stores and 
farmer-owned stores account for a relatively 
small number of the total when compared with 
those owned by independent retailers, chain 
groups, and Co-operatives. - 

The single-unit independent store has 
long dominated the retailing structure in 
Canada both in terms of number of establish- 
ments and sales volume. The majority of thes 


stores are relatively small family type 


5 wi 
|toemetevod aed odd e@ esotuoe dove’ tauordd 
2 
x 


| add ,aaentavd {fsw8 rot ansod beetnetsud 
) Snare ‘eito Doe Nos& dremqofeved fetsteubnt 
py * 

eyo snrrsd Le sit .yigqgque yenom to ealennedo efds 


ca asegol otmonoos anirettvea suntitnos of et 


Yo vedmve st ot seseton! og mot? snktiuest 


fsitegensM to wosl 6 yd beeuso aototquaitnsd 


nofiexrtiizvu tnetolttient ext bas sonsteqnoo 


vj 


eletiqss to 


| setteteqo Yo efsoa odt nt saseront ont 
| ff{fw yonetottts beseseront dt¢iw befquoo 
emufov asigse tsgitsl brewot bnett ed? sxoqque 
| .* ofdeT mt betaotbat aA .troemelelidsisze T9290 
| befduobd nattd stom Jnemdetidstes eq esise 
aygueodsiA .feef - LhOL mort botteq the Ht 
esigea .Isubs3a stom smooed vam eegeron! ond 


dmifo ot eunitoos Fltw tnemlelidsies T9q 


» brewqu 

jsneltsottrecslo tnedroqmr stom erlt 40 en10 
Admemnteved .qidarenwo yd at sonore dbredde ‘to 
bra astote benwo-Tatwdostunem Leertote bertwo 
"| yLevitelen 6 tot vatoooe Bsqode siitaOrete 
attw bersqmos nsw fetod sit to tedmun ff sme 
nisho .ersiinite tnsbregsbat yd benwo seed? 
oeaviseteqo-00 bos .aquots 

een bua Inebneqebat tinv-sfante edt 

«AE omwtoutde gotiteie: edd betantmob gies 
| -tetfdetes Yo tedmva to amrsd mi dvod ebenad 
| to ytitotem eiT .scmulov eefse bas einem 


 sqyt Yims? ffame voviteler evs astota 
. ®).  Y r ne iS el : coarse 


Nethercut &: Young 


Reo iD 
Torente, Ontaric 


enterprises. Organized as proprietorships, 
Partnerships, and corporations, the sales 
volume of most of these stores ranges from 

a modest turnover to several hundred thousand 
dollars per annum. According to Table 5, 


independent stores have consistently accounte 


for between 79 to 83 per cent of the total 
volume of retail trade. It has been the 
aggressive small independent retailer who 
has pioneered many of the institutional 
innovations in retailing. However, the 
rapid development of these innovations such 
as the discount house and the supermarket hav 
left the less dynamic and unimaginative 
retailer fighting for survival. A large 
number of independent retailers operate 
according to historical beliefs and traditional 
methods. Thus, although the small-scale 
operator tends to be more flexible than his 
larger competitor, he tends to be less adapt-=- 
able to his changing environment. In the 
transition between a small-scale and large- 


scale operation, the independent operator is 


handicapped by his lack of capital resources 
and scale of operation in employing mechanize 
and automated devices that facilitate the 

operation of a store. This limitation unless 
corrected, will become more severe as greate 
attention is devoted to developing such devices 


that are applicable to retailing. In this 
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dynamic age of marketing, the independent 
retailer will perform an important role, but 
to do so efficiently, he will require guidance, 
direction and an easier flow of credit. 

Chain stores are the major competitors 
of the independent retailer. The Dominion 
Bureau of Statistics defines retail chains 
as, "Companies operating four or more retail 
Outlets in the same or related kinds of 
business." However, a retail organization 
with two or more stores in the same kind of 
business under unified management control 
assumes the characteristics of a chain system 
and should be so recognized. The difference 
between the two definitions is simply a matte 
of degree. Usually chain store systems 
experience the advantages of buying power and 
skill, low operating costs, risk distribution 
and price appeal according to the scale of 
their operations. Their major disadvantages, 
which are the advantages of the single unit 
store, are standardization of operating 
procedures, limited service, and the lack 
of personal contact between management and 
the public. As shown in Table 5, chain store 
sales have gradually increased their share of 
total retail sales. It is expected that 
with the opening of several chain stores in 


the discount field the percentage of chain 


store sales volume will increase during the 
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next two or three years. However, it is 
anticipated by the Retail Merchants Association 
of Canada Ine. that the sales volume importante 
of chain stores will tend to become rather 
stable when they amount to about 28 per cent 
of total retail sales volume. 

Another prominent ownership group in 
Canada is the consumers' co-operative -- a 
marketing organization owned and operated 
for the mutual benefit of the ultimate 
consumers=owners who have voluntarily associated 
themselves for the purpose. Such organizations 
strive to substitute co-operative efforts of 
consumers for those of private enterprise. 
Since these organizations will be dealt with 
at length in another section of this brief, 
it will only be noted that co-operatives are 
able and strong competitors. The number 
of co-operative associations in Canada has 
declined somewhat since 1956, primarily 
because of amalgamation. However, the number 
of places of business has increased. (3) Sales 
of merchandise and supplies to members amounted 
to approximately $333 million in 1959. As 
indicated in Table 6, this is an increase of 
$36 million over 1958. In 1960 these sales 
climbed to $363 million, an increase of $30 
million over 1959. Among the merchandise sol 
by co-operatives are food products, clothing, 


home furnishings, hardware, petroleum products, 
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auto accessories, machinery and equipment, 
and building materials. Favoured tax 
treatment and untaxed patronage dividends, 
an inherent aspect of the co-operative move- 
ment, together with "forced loans", give 
these organizations an unfair competitive 
edge over the regularretailer. 

Table 7 indicates the number of retail 
stores and the number of Canadians employed 
in retailing for the years 1931, 1941 anda 
1951. It should be noted that the growth 
in the number employed between 1941 and 1951 
Was substantially more than the increase in 
the number of stores. The increase in 
employment amounts to about 20 people for 
every store that was added to the number of 
establishments during the period. Although 
the largest stores employ considerably. more 
than 20 people full-time, a very large number 
of stores employ considerably fewer people. 
This implies that despite the greater use of 
self-service, automatic vending machines and 
other devices there has been an increase in 
the number of full-time employees per store. 
In part this is explained by the fact that 
although the greater use of self-service 
reduces the number of sales people required, 
the trend toward larger scale operations and 
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increased specialization results in a larger 
number of managerial employees and the estab- 
lishment of staff departments. It has been 
estimated that during the past ten years, 
more than 600,000 people or one out of every 
ten people working in the Dominion are employéd 
in retailing. The employment of many other 
people whose jobs are intimately linked to 
retailing is dependent upon the economic 
health of retailing. 

The percentage of sales of major trades 

to total volume of retail sales is shown in 
Table 8. As would be expected general stores 
accounted for a declining percentage of 
retail trade volume. The increasing use of 
automobiles and the improvement in highways 
which make urban retail centres more accessible 

to rural residents will continue to reduce 
the importance of the general store. Grocery 
and combination stores predominated by chain 
systems have accounted for an increasing 
percentage of total retail sales. To some 
extent, further increases in this trade 
category will depend upon the ability of the 
stores to effectively merchandise an increasing 
variety of goods. As would be expected, 
motor vehicle dealers have accounted for an 
increasing percentage of total retail sales. 
The percentage of sales accounted for by 


department stores has been relatively stable 


a ye = : » 7 
Pi Nae oe 
aii 


a. 6 at eddnsien ditbninne inden cseegwetil 


ip 


. 
| -dstace edd baie eseyolqms [stiegsnsm to redmun 
> . 


| sesd eat tL .ednomtreqeb ttste to dnomletl 


 .BYe8Y met cesq odd gnttub ted?d betemttes 


| wieve to duo 990 +o siqosg 000,000 ngd? erom 


‘béyoLame Sts notntmod edd mt agntNiow elqosq ned 


| eto yosm to Inomyolqms edf saothieter ot 


o2 bexalt yletemitakt ers adot seondw 9fqoeg 


oimonoos ent soqu dnebosqeb ak gatiteter 


sanifiste: to ritLeen 


| 
7 aebett yotsm to eelsa to exsitnsorsg oAT . 
7 ai nwode at eelga Lister to emuLov Istot ot 
. [aenode fsveneg betoegxs ed bluow 2A .8 sida 
10 sgstnecisq ganiniloeb 6 tot betnuooog 
20 Sau gntesetont edT .omufov sbatd Lteter 
2yewdaind of toemevorqmi sd? bos aelidomodueg 
Shtekonme stom zgettnso Liater onadiu stem dotdw 
_ soubet OF sunttooo Iftw etnebtesr Lenunt od 
healed setota Lsteneg oft to sonstxoqmt edd 


7 Phin, wd betenimoherq aerose noldsntdmon bie 
‘ 


anlagseront mg 102 betavooos over amoteayea 


. omoe OT .asflee Itetot Lstot to east nooteg 
: 

' sbetd efdd ok esasetont veriaut .dnetxe 
. | and To ytifidg eft moqu baegeb Iftw yroxgetso 


artesstont oe selbiedotem yLevitdosite o¢ es1ote 


ebetosqxs ed biuow 2A ~2boog ‘to ytetrev 


| 18 02 betouooos sven arelesb eLotriev aotom 


| stelee Lieder istot to sgystnsotsa antesetont 


oe Yd TOL betnwooos melas to egstneoisq sit 


eidste wevitster need ! asst Berose dnominaget : 


be! 
oy) eee *S, Paslc ns a 


7 


Nethercut &é Young 
Torente, Ontaria A. 18 


Since 1951. As indicated in Table 9, they 
have accounted for between 8.5 and 8.8 percen 
during the period from 1954 to 1960. 
CONSUMER The importance of retailing to the 
CREDIT 
Canadian economy is also underlined by its 
role in the area of consumer credit. The 
existence of people with wants does not 
create markets for goods and services. Aside 
from the willingness, (i.e. the recognition 
by the consumer that a product or service 
will satisfy a want), of the consumer to buy, 
the sale of goods is dependent upon the 
ability of the consumer to buy. Thus, 
purchasing power is required to translate 
wants into effective demand. Purchasing 
power is primarily dependent upon income. 
However, in the short run, income and, 
therefore, purchasing power, can be supple- 
mented by the extension of consumer credit. 
Consumer credit does not create purchasing 
power but simply influences it by making it 
possible for consumers to purchase products 
to satisfy their wants by pledging future 
income. Obviously, in the long run, income 
is required to redeem credit that has been 
extended. Table 10 indicates that between 
1951 and 1959, retail trade credit, hased 
on the balance outstanding was the leading 
source Of consumer credit during six years. 


During the other three years, it was second 
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Only to chartered banks. In view of the 
Seasonal variations in retailing and the 
burden the extension of credit places on 
the working capital resources of retailers, 
this level of consumer credit is particularly 
Significant. During the coming years, the 
extension of credit by retailers will become 
increasingly great. Table 11 shows the break 
down of retail credit, accounts Outstanding, 
by charge and instalment accounts for the 
years 1952 - 1959. As in 1958 and 1959, 
instalment credit will probably continue to 
be more important. This will add additional 
strain on the retailers’ existing capital; 
additional strain on the retailers' ability 
to locate sources of capital and necessitate 
efficient use of capital by retailers. 

SOURCES OF Generally speaking the corporate chain 

RETAILERS ' 

CAPITAL system have access to capital in the stock 

and bond markets and with this capital they 

have experienced a satisfactory rate of 
eo The small scale independent retailer 
is handicapped, by his size, in locating 
sources Of capital. For the most part, he 
must depend upon his own resources, his 
established lines of credit with the bank 

and suppliers, and private sources including 

relatives and friends. Other potential 
sources include loans granted under the 


Government Guaranteed Loans for Small Busines 
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t program and the Industrial Development Bank. 

2 Primarily, the capital requirements of the 

3 Small scale retailer stem from the needs for 

4 funds for store modernization, inventory and 

5 the extension of credit. Typically his needs 
6 are relatively modest. 

7 To a degree, trade credit offsets the 

8 needs of the retailer with respect to financin 
9 his day-to-day inventory requirements. But 

10 trade credit is not completely adequate. Many 
11 small scale competent retailers do not have 

12 the capital to take advantage of opportunities|, 
13 where it is advisable or deemed necessary for 
14 growth, to increase the level of inventories, 
15 broaden the variety or assortment of their 

16 merchandise offerings, or to take advantage 

17 of special purchases which promise rapid 

18 turnover and a reasonable profit. Short term 
19 bank loans contribute to the ability of the 

20 retailer to meet his seasonal inventory 

21 requirements but they are seldom of sufficient 
22 amount or duration to promote a more rapid 

23 rate of his business expansion. 

24 The trend to larger scale operations and 
25 the continuing growth in the extension of 

26 instalment credit will further strain the 
27 capital of the average independent retailer. 
28 Store modernization, which should be a 

29 continuing process, and the purchase of moder 


30 fixtures and equipment are, in many cases 
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1 prohibited by the lack of funds. 

2 The Government recognizes the urgency 

3 of these problems, or so it would appear, 

4 and has enacted a bill to provide Government 
3 Guaranteed Loans for Small Business (effectiv 
6 January, 1961) and amended the Industrial 

7 Development Bank Act in the following month 

8 of July, broadening its lending policies to 

9 include, among others, retailers and whole- 
10 Salers. While these actions are commendable, 
11 it is the view of the Retail Merchants 

12 Association of Canada Inc. that further steps 
13 remain to be taken by way of amending these 
14 Government lending programs and in addition, 
15 creating new sources of capital for Independent 
16 Retailers and the other segments of small 

17 business. 

18 || GOVERNMENT "Business improvement loans may be made 

GUARANTEED 
19|| LOANS FOR to enterprises engaged in manufacturing, 
SMALL 

20|| BUSINESS retail trade, wholesale trade as well as to 
21 service businesses, provided annual gross 

22 revenues are not in excess of $250,000.00. 

23 The proceeds of such loans can be used for 

24 a wide variety of purposes including the 
25 purchase and improvement of equipment as well 
26 as the extension and renovation of business 
27 premises." (4) 
28 


— 


(4) Annual Report 1961 Small Businesses 


se Loans Act, Department of Finance 
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1 1961 Loans to the Retail Trade 
2 
Total 

3 Number Amount 
4 Grocery Stores 241 $1,759,213 
5 Clothing Stores 98 782 ,369 
6 Hardware Stores 63 434 324 
7 Equipment Stores 53 282,153 
8 Department Stores 105 669,193 
9 Furniture Stores AG 431,986 
10 Electrical Stores 47 265 ,593 
11 Drug Stores 86 664 ,153 
12 Miscellaneous Retail 
e Stores 22 i 1,458), 351 
ms 965 $6,747,325 
fe Loans to Retailers accounted for about 
" One guarter of total loan disbursements. (5) 
i. When it is considered that these loans 

were granted during the first year of this 
program and that a considerable period of 
f time was required to launch the program 
e through the Chartered Banks of Canada and 


communicate the availability of these funds 

to Small Business, the experience of the firs 
year would appear to be satisfactory. Howeve 
it is our observation that, while the lending 
principles are sound, the volume limitation 

is an unnecessary restriction and discriminat 
against some types of Small Business. Remova 


of this section of the Act would qualify more 


(5) IBID p. 10. 
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retailers for loans and accelerate the 

movement of these funds into capital 

expenditures. We therefore respectfully 

propose: 

1. The elimination of that Section of 
the Act (9 Elizabeth II, Chap. 5, 
2.(m)) which stipulates that, to 


Qualify, annual revenues of a 


business must not be in excess of 

$250,000.00. 

Obviously this requirement is nothing 
more than an attempt to define Small Business. 
However, this volume limitation of the Act 


does not consider differences in the scale 


of operations of different classes of retailers. 
For example, a supermarket with a sales volume 
of $75,000.00 - $375,000.00 is considered a 
superette or a small sSuper-market whereas a 
Single unit independent hardware store with 

a sales volume of $375,000.00 would be a 


large-scale Operation. Similarly a depart- 


mentalized specialty store with a sales 
volume of $500,000.00 would be a large-scale 
operation compared with a small dress shop 
with two or three employees but would be a 
small-scale operation compared to a department 
store with many times that number of employe¢s 
and over $1,000,000.00 in annual volume. 

For these reasons this section of the 


Act is somewhat discriminatory against some 
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classes of small business and might well be 
deleted or amended. It is our view that for 
the purposes of the Act, Small Business is 
better defined by its money requirements and 
the loan ceiling of $25,000.00, in itself, 
limits borrowing to small business enterprises. 
2. Broaden the lending base of the Small 
Businesses Loans Act to include, in 
clearly defined terms, the granting of 
loans to qualified applicants for the 
purposes of establishing new businesses. 

In consideration of the security 
required by the banks, in addition to the 
government guarantee of 10% (9 Elizabeth II, 
Chap. 5, 8(1) (2) Bank Security) this would 
appear to be a reasonable and logical 
amendment to give impetus to the establishmen 
of new businesses. 

On the question of new premises the 
amendment to the Regulations on May 17th, 
1962, provides that loans may be granted for 
the purpose of financing the construction or 
purchase Of alternative premises. For the 
purposes of the Act, this is a practical 
change. Our recommendation is simply a 
request to carry the lending program one step 
further. It would serve to encourage existin 
proprietorships in the establishment of new, 
additional outlets by strategic location, 


to keep pace with changing shopping habits an 
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1 the shift in population. In the Retail 

2 Industry, the need develops from the growth 

3 Patterns to which we have previously referred|, 
In addition such an amendment would stimulate 
5 Small Business in Canada by encouraging new 

6 entrants into the field. 

7 3. Government sponsored loans for Small 

8 Business should be more vigorously 

9 promoted by the Chartered Banks and 

10 the Federal Departments of Finance 

11 and Labor. 

12 Such a program might include, primarill, 
13 an improved line of communication between the 
14 Head Offices of the Banks and their Branch 

15 Managers on the subject of these loans and 

16 the service to the community they will perform. 
17 Printed folders for counter distribution are 
18 notable by their absence. In the past two 

19 years the Winter Works Program has made some 
20 effort to associate Improvement Loans with 

21 Winter employment. It is our view this 

22 approach should be continued in an even more 
23 aggressive way and brought to the attention 
24 of Small Business and encouraged by all 
25 Branch Bank Managers across Canada. In the 
26 final analysis it is the Branch Bank Manager 
27 | upon whom the success or failure of this 
28 lending program largely depends. 

29 During the year 1961, 2,977 loans wer 


30 granted under the Small Businesses Loans Act 
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(Manufacturing, Wholesale Trade, Retail Trade 
and Service Businesses) for a total amount of 
$25,582,269. (Annual Report 1961 Small 
Businesses Loans Act). When it is considered 
that as at July 31st, 1962 there were 5,288 
branches, including sub-branches and sub- 
agencies of the Canadian Chartered Banks, it 
is immediately evident that a large number of 
branches have not processed a single loan 
under the program. This would serve to 
substantiate in part, at least, the large 
number of reports we receive from the trade 
that some local bank managers do not appear 
to be sympathetic to the objectives of the 
Small Businesses Loans Act and are lacking 
in their appreciation and understanding of 
its terms and regulations. 

For the period ending on December 31, 
1963, the. Government guarantee will apply to 
a maximum of $300 million which may be lent 
by all hive banks. It is apparent therefore 
that the experience of the first year falls 
short of anticipated borrowings and a vast 
pool of money remains available. 

From an economic point of view a stepped- 
up lending program for Small Business Improve 
ments will have the effect of stimulating 
employment and increasing the demand for 
goods and materials, all of which will be 


reflected ina higher rate of personal income 


’ 7 * a ss - 7 anh cia ra 
A a \ 
é ~ 


as cA sinat® oes 
| obaat Liste .ebexT sisasfondw esotrudostuosM) 


}to tovoms Istod s 101i (aseaenteud sotviee bag 
| Lfem@ (0@f ¢roqeh L[esunnA) .edS,882,ase 
|ostsbtenoo ak vt nodW .(toA angod esaeenteud 
885.2 sew erent SOCL .dalE ylub te es dedd 

~due bois esdoneid-due gotbufont .ascdonesd 
dE .anns& bevetasdd nstbened sdt to 2eforess 


to tedmun esiel s tedtd trebtve Yletatbommt et 


a On ON eb we Ae i 


n@ol eafante » bseaeoorg ton eved 2ecdonaid 


Of 


ot svtee bluow atdT .mstrrorg odd Tebou 
esisi oft .tesel ts .tisq nt etgttasgtedue 
edait sit wiorvt sviteos : sw Bitoqer to redaun 
tseq¢s von Ob evegsnsm Nosed Isool emo2 gedit 
edd to eevitvoestdo edt of olttedisqmya ed ot 
anixosl stg bos toA angol eceeeentanG Lome 
to antbnaetersbau bas aottgelosirqqs sttedd of 
anolisiuges bas amret edt 

ef tedmeoed no antboe bolieq sdd 10% 

OF yfaqe Ilkw setns sug tnemnrsved ed? efOeOL 
Joel ed ysm doidw mokiitm O00&% to mumixem ¢ 
esTtolsitedd tnerggqqs et tI o@nngd ex Ife yd 
alist wseey tarht sav to sonetisqxe edt dard 

3@6V 8 bone eantworrzed beteqioting to t+ode 
-oldgslisve ant amen yenom to Loog 

“beqqsve s wotv To tatoq oLmonoos m6 mor] 
svorgeial aaentend ffema@ 10% metg01q xntbnel qu 

gatislumtte to toetis ont event LLtw atnem 

Tt9t Bosmeb end gntaseront pas jnemyolqme 
_ sd fftw Motdw to ffs celsitetem bag aboog 


ons Lenoateg lo ster terigin s mt betoelter 


Nethercut & Young 


Terente, Ontaric ee 

1 and purchasing power. 

2 For these considerations, if no other, 

3 we Submit our recommendations are worthy. 

4|| INDUSTRIAL In 1944 the Parliament of Canada established 

DEVELOPMENT 

5|| BANK the Industrial Development Bank to help finand¢e 
6 Small and medium-size Canadian businesses in 

7 the fields of manufacturing and food processing. 
8 Since that time IDB has an excellent record o 

9 performance and can point with pride to 

10 flourishing Canadian Businesses which at one 

11 time or another were in need of financial 

12 assistance. IDB loans have helped such firms 
13 establish, expand and modernize and, in so 

14 doing, have made an important contribution 

15 to the growth of Canadian Industry. 

16 It will be noted, however, that until 

17 recently the ee of the Industrial 
18 Development Bank were aimed primarily at 

19 productive industries in the sense that 

20 manufacturing and food processing were the 

21 principle components of production and Smali 

22 Business in this category needed help. But 

23 times have changed. This submission has 

24 illustrated the extent to which retailing 
25 has become an integral part of the marketing 

26 process and this, in part, may account for 
27 the amendments to the Industrial Development 

28 Bank Act, last year, extending borrowing 

29 facilities to the Retail Trade, among others. 


30 As a result we feel that IDB loans to retailers, 
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while somewhat limited by IDB Policy, will, 
nevertheless, be of substantial assistance 

to the medium and larger types of merchants. 
However, it remains that an even greater area 
of service can be performed by revamping 
policies to accommodate retailers whose 
requirements are substantially less than thei 
larger competitors and contained within the 
bracket of $5,000.00 - $25,000.00. 

We have directed the attention of the 
Commission to the strain which is imposed 
on the average competent independent retailer 
as the roger of the trend to larger scale 
volume operations and the growth in the 
extension of consumer credit. We assert 
that an easier flow of credit, properly 
secured, to the Independent Retail Trade is 
a matter which deserves the attention of 
your Commission. 

Therefore, it is our recommendation that 
the Industrial Development Bank give careful 
consideration to this aspect of retailing 
with a view to changing its present policy 
in favour of granting loans, with appropriate 
security, to provide funds for financing 
inventories and receivables. 


CHARTERED BANKS, Predicated on the case we have made in 
TRUST COMPANIES 


AND OTHER respect to the financial requirements of 
FINANCIAL 
INSTITUTIONS a large percentage of Retailers in this 


country, essential to growth and efficien¢y - 
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and their limited sources of money supply, 

we respectfully suggest that the Chartered 
Banks and other financial institutions should 
be permitted and encouraged to broaden the 
sources Of capital to Independent Business 
Enterprises. It is our view that the 
chartered banks should be authorized to lend 
on mortgages, hypothec or assignment upon 
real or personal immovable or movable property. 
Some precedent for this procedure is now 
established by the Small Businesses Loans 


Act, "Special Powers of Bank" 8 (1) (2). 


Such an arrangement would facilitate the 
granting of term loans by the Chartered 
Banks to meet business contingencies and 
could be encouraged by a rate of interest 
commensurate with the risk, thereby making 
such loans more attractive to the Banks. 

On this subject we are heartened, somewhat, 
by the formation of ROYNAT LTD. which propose 
to provide assistance for Canadian Companies 
engaged in manufacturing, processing, whole- 


sale and retail trades, transportation, 


construction and service industries generally 


Roynat will not be confined to existing 
businesses - it will also encourage new 
ventures. Loans starting at $25,000.00 
will be considered. Roynat Ltd. invites 
enquiries through over 1,600 Branch Bank and 


Trust Company offices across Canada of the 
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Royal Bank of Canada, Banque Canadienne 
Nationale, The Canada Trust Company and the 
Montreal Trust Company. 

We cite the formation aft this Company 
aS an example of what can be done, in 
addition to Government sponsored lending, 
to broaden the sources of capital to business 
and industry. We reiterate the necessity of 
Similar plans for competent businesses whose 
capital requirements are less than $25,000.00 

Retailing is a great marketing institutio 
that has made significant contributions to 
our way Of life. Its tradition is rich and 
the future is bright. However, in a dynamic 
economy, retailing cannot stand still. Its 
patterns will change in response to our 
evolving mode of living. In this era of 
rapid change, increasing technology and new 
knowledge, the institutional components 
of the economic system must comprehend the 
mentality of the marketing task and orient 
themselves to satisfying the want and needs 
of customers. Retailing, a principle market- 
ing institution, occupies an important part 
in the task of marketing. .However, its role, 
structure and function must be recognized 
and its development encouraged by Government, 
the complex of industry and the society it 


serves. 


One of the great needs in retailing is 
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1 the encouragement and direction for Retailers 
2 in the use of marketing information and the 

3 availability of such information. To know 

4 what to do today, a retailer must know what 

5 the firm should be doing next year and the 

6 year after as well as five and ten years 

7 hence. Retailers must analyze their firms 

8 to determine their weaknesses, which must be 
9 eliminated, and their strengths upon which 

10 to build. Such a program must be accompanied 
11 by an analysis of the environment to determin 
12 the external factors which influence the 

13 development of the firm. The retailer must 
14 be informed about such factors as population 
15 characteristics; consumer behaviour; habits, 
16 customs, and attitudes; trade behaviour; 

17 government attitude; competition; style and 
18 fashion, and the relation of such factors to 
19 the nature of demand for the type of goods 

20 offered by the store. Only by collecting 

21 and disseminating such information and 

22 encouraging and directing the retailer to 

23 effectively plan, organize and control the 

24 activities of his firm can the task of 

a) retailing be performed. 

26 Retailing has within its power the 
27 ability to direct the way to a higher 
28 standard of living and to contribute to the 
29 dynamic growth of our economy. To measure 


30 up to this responsibility, many retailers 
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require guidance and direction. Banks, the 
Government and Industry as well as Trade 
Associations can provide this type of 
assistance, particularly to the small-scale 
retailer who lacks the financial capacity to 
employ specialized management. 

Banks are in a favourable position to 
contribute much towards helping the small- 
scale retailer in financial management by 
way Of personal counselling and newsletters. 


However this requires a genuine effort on 


the part of bank managers to not only make 
such consulting services available but to 
actively promote the availability of these 
services among their retail accounts. In 


this manner they can encourage retailers to 


adequately plan their financial requirements 
for operating and instruct them in the use 
of budgets and other forms of statements 
essential to the development of the retailer 
and the conduct of a successful business. 
Certainly the Government must recognize 
the importance of retailing to Canada's 
economic system and, apart from tax consid- 
erations, sponsored lending programs and 
other legislative activities, the Government 
should sponsor more research into retailing 
and provide for the dissemination of marketin 
and retailing information. In this respect 


the Small Business Branch of the Department 
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of Trade & Commerce might well initiate the 
necessary leadership. 

There is a dearth of data regarding 
retailing in Canada. Much of the factual 
literature on the subject is based on 
inferences drawn from studies in the United 
States. Certainly such data are interesting 
and valuable. But it is inexcusable that 
Canada's experience must be reported in the 
light of the United States experience in 
retailing because of the lack of such data 
in Canada. Only by investigating in Canada, 
can Canada experience the records of an 
efficient retailing system and contribute 
to retailing knowledge. 

May we summarize our views as expressed 
in this brief as follows: 

1) Retailing is an integral element of 
the productive process. It contributes 
to the leadership of the economic 
system in the domestic environment and 
thereby contributes to the ability of 
that system to participate in Industria 
Expansion. Keynotes of such expansion 
are the equalization and downward 
revision of Income Taxes and broadening 
the sources of capital for Business 
Growth. 

2) Independent stores have consistently 


accounted for between 79 and 83 percent 
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of the total of retail trade. 

The sales volume importance of chain 

Stores will tend to become rather 

Stable when it amounts to about 28 

percent of the total retail sales 

volume. 

In this dynamic age of marketing, 

the independent retailer will perform 

an important role, but to do so 

efficiently, he will require guidance, 

direction and an easier flow of credit. 

The Small Businesses Loans Act should be 

amended: 

a) To remove the Gross Revenue Limitatio 
of $250,000.00 for the fiscal period 
of the business enterprise in which 
the application for a loan is made. 

b) To broaden the lending base of the 
Act to include loans for the 
establishing of new businesses. 

Government sponsored loans for Small 

Business should be more vigorously 

promoted by the Chartered Banks and the 

Federal Departments of Finance and Labor. 

The Industrial Development Bank should 

review its policies with a view to 

granting loans, properly secured, to 
provide funds for financing inventories 


and receivables. 
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Chartered Banks and other financial 
institutions should be encouraged to 
grant term loans to meet business 
contingencies, secured by mortgages 
and other forms of collateral, at a 
rate of interest to make such loans 
attractive to the lenders. 
The Government should sponsor more 
research into retailing and provide 
for the dissemination of marketing 
and retailing information. The Small 
Business Branch of the Department of 
Trade and Commerce might well initiate 


the necessary leadership. 


‘ 


All of which is respectfully submitted. 


RETAIL MERCHANTS ASSOCIATION OF CANADA INC. 
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Nethercut & Young 


Terente, Ontario 
ROYAL COMMISSION ON BANKING AND FINANCE 


SUBMISSION OF 


THE EQUITABLE INCOME TAX FOUNDATION 


Certain aspects of the effects of taxation 

on_ the Canadian financial system particularly 
as_it affects investments generally and the 
flow of funds through the capital market. 


Introduction The following section of the brief is 
presented by The Equitable Income Tax 
Foundation. The Foundation is a new 
body established to achieve the following 
purposes :- 

(a) To encourage study, research and 
investigation on the subject of 
taxation and its affect on the Economy 
of Canada and, in particular, to study 
the adverse affects of inequitable 
Taxation on the economic growth of 


Canada; 


(bo) To publish and disseminate information 
on Taxation and related subjects and 
propogate the principals of equitable 


Taxation; 


(c) To study the various taxing statutes 
and regulations of the Dominion and 
the Provinces of Canada and to make 


such recommendations to Governmental 
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authorities at all levels regarding 

Tax legislation as may seem desirable 

aS a result of the study, research 

and investigation carried on by The 

Foundation. 

At the time of preparation of this 
submission, application for Letters Patent 
incorporating the Foundation as a non-profit 
corporation under Part II of the Dominion 
Companies’ Act had been made. It is hoped 
that by the date of The Commissions' hearing 


the Letters Patent will have been granted. 


The Foundation is supported by businesse 
and business groups from across Canada 
interested in the achievement of an equitabl 


Income Tax system. 


l. This Foundation is aware that it is not 
necessary to emphasize to the Members of 
this Royal Commission the desirability of 
establishing a climate of fair competition 
for all businesses trading in this country. 
One does not have to be an economist 
to appreciate that if this condition is not 
achieved we shall not, as a nation, develop 
our full potential. 
Governments, at their various levels, 
have always been the most important arbiters 
of treatment of those trading within their 


spheres Of influence. Never is this more 
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true than today. In our own country the 
Federal Government especially has power to 
make or break any industry or any business 
within an industry. In many areas the 
Federal Government has recognized the 

extent of its power and has striven both 

to achieve fairness between competing sectors 
of the economy and to preserve the freedoms 
of the market place between companies in 


the same industry. 


A few years ago the Government of our 
country provided concrete evidence of its 
desire to refrain from action which disturbe 
the competitive balance within industries. 
This it did by applying the same measure of 
income taxation to crown corporations as was 
applicable to ordinary corporations. This 
measure was not, of course, a guarantee 
that every business which would be competing 
with a crown corporation could expect in all 
ways to be treated on all fours with the 
latter. Obviously the Government still has 
in its power to favour the crown corporation 
over the ordinary business by the grant of 
licenses and franchises. ‘The crown 
corporation might also have special advantages 
in its access to development capital, et 
cetera. In recent years, however, it has 


been the policy of the Federal Government 
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to limit the adoption of such practices. 
It is no doubt obvious to the Government that 
if ordinary business is to survive at all in 
industries where crown corporations are activ 


the latter must not be specially favoured. 


The step which the Government took 
regarding the taxation of crown corporations 
was indeed a significant one for, in the 
present era when income taxation is far and 
away, most businesses’ largest individual 
expense item, fair competition demands 
that the same amount of taxes be collected 
from all businesses earning similar profits. 
If equality between businesses is not 
preserved then other competitive factors 
being equal, the privileged sector will 
outstrip its unprivileged rivals at a 
speed relative to the size of the disparity 


in their respective tax rates. 


It is our belief that in the taxation 
of Co-operatives as compared to the taxation 
of ordinary businesses, there exists an 
extreme inequity. This treatment has 
induced an unnatural rate of growth in 
Co-operatives and Credit Unions and on the 
obverse Side has brought about the failure 
or the forced sale to Co-operatives of 
businesses in competition with them. 


(Schedule "A".) 
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Reasons for 2. We believe that two circumstances 
Commission 


concerning resulting from the inequity make the whole 
itself with 


particular Subject deserving of study by the Commission. 

Taxation 

inequities. i) To obtain adequate financing at 
reasonable rates, whether in the 
form of new capital or temporary 
loans from a» bank or other lender, 
a business must have a reasonable 
expectation of earning adequate 
profit. To earn such profits, 
the business must be able to compete 
successfully with other businesses 
in the same field. If certain of 
a business's competitors are paying 
on similar profits only 1/10th the 
amount of income tax paid by the 
business seeking a loan, then the 


latter's prospects are obviously 


going to be adversely affected. 


Inevitably such a situation will 
lead the prospective lender either 
to refuse to make the loan or else 
to charge a rate of interest which 
makes due allowance for the very 
considerable risks involved. It 
is precisely these circumstances 
which have occurred when an 
ordinary small business has found 


itself pitted against a Co-operative 
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ii) Co-operatives and Credit Unions 

have been able to use a large part 
of their untaxed profits for 
expansion purposes and have in this 
way had a distinct advantage over 
their competitors in ordinary 
business. The latter, whether they 
be corporations or individual 
traders, must pay tax on every cent 
of their profits before they can 


plough back any part of them for 


development purposes. (The extent 
to which profits are used as a sourde 
of capital must be well known to 
the Commission). The ability of 
Co-operatives to operate in this 
way has been one of the chief 
factors in Co-operative and Credit 
Union growth in recent years. The 
benefits not only permit existing 
Co-operatives to expand on funds 
derived from their own untaxed 
profits, they permit them to 
establish new Co-operatives in 
other districts or in other lines 
of endeavour. Thus, growth of the 
whole Co-operative movement is 
fostered by the facility with which 
Co-operatives can transform profits 


into capital. 
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The concessions granted Co-operatives 
and Credit Unions are reflected in the 
higher tax rates paid by all other taxpayers. 
These concessions are nothing short of a 
huge subsidy granted to every Co-operative 


and Credit Union in Canada. (A subsidy can 


be just as effectively granted by tax 
remission as by payment in cash.) If 
subsidy is to be granted to any business or 
industry, then it is essential it should be 
branded as such so that its extent can be 
known to all and so that the necessity for 


granting it can be frequently examined. 


It is obvious that the urgency of the 
Situation is much more pronounced than it 
was when income tax rates were moderate. 
When tax rates applied to some businesses 
range as high as 52%, a concession iri oe 
enables some Co-operatives to restrict their 
liability to 5% of their profits is of 
immense value. So long as differentials 
of this nature persist, it seems merely a 
matter of time until all business passes 
into the hands of the favoured group. If 
the Government is Searaed eo allow this 
situation to continue, then it should also 
be prepared to face the seemingly inevitable 
result -- the complete transference of all 


business to the Co-operative system, in fact 
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the socialization of the whole economy. 


We believe that the two problems 
mentioned above, which are of particular 
interest to the Commission, can only be 
Solved by the removal of the basic taxation 


inequities which cause them. 


For this reason we intend to deal in 
considerable detail with the Co-operative 
tax problem. We shall urge that the 
Commission make recommendations for the 
removal of present anomalies. As the damage 
being done daily is permanent, the situation 
is one of urgency and can neither be post- 
poned nor ignored. 

Taxation of 3. (a) General 
Co-operatives 

We wish to make it clear that in raising 
the subject of Co-operative taxation and in 
seeking the redress of what we regard as an 
unfair situation we are in no way maligning 
or attempting to conduct a vendetta against 
Co-operative trading organizations. The 
businesses we represent are happy to take on 
any competition, co-operative or otherwise. 
All they ask is that the ground rules be the 


same for everyone. 


The whole subject of Co-operative 


taxation has recently been very thoroughly 
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explored in two studies published by the 
Canadian Tax Foundation -- a body whose work 
will be well known to the members of’ the 
Commission. The Canadian Tax Foundation was 
most anxious that these studies,like all its 
Others, should be objective and impartial. 
For this reason, it engaged a well known 
economist from the academic field - Professor 
R. Craig MeIvor of McMaster University, to 
carry out the work. Professor McIvor owes 
allegiance to neither faction in the contro- 
versy and it is believed that the objectivity 
at which the Tax Foundation aimed is apparent 
from the tenor of the studies. These works 
are entitled "The Post-War Taxation of 
Canadian Co-operatives" (published in 1959) 
and "Recent Growth in Canadian Co-operatives" 
(published in 1962). Frequent reference to 
the latter of these two authoritative works 
will be made in this section of the submissio 
(b) Present Legislation 

The sections of the Income Tax Act which 
have the effect of conferring a competitive 
advantage on Credit Unions and Co-operatives 
are sections 62 (1) (k), (Credit Unions) 73 
(New Co-operatives) and 75 (Ordinary Trading 


Co-operatives). (Schedule "B".) 


The position of Credit Unions will be 


dealt with separately below. 
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The three year exemption from tax granted 
new Co-operatives is certainly the most obvious 
and clear cut of all Co-operative tax advan- 
tages. However, by far the most significant 
Tax preferences given Co-operatives are those 
stemming from Section 75, which of course 
applies to both Co-operatives and ordinary 
companies. In brief, this section provides 
that a corporation, co-operative or other- 
wise, can, Subject to certain restrictions, 
deduct, in computing its income from a 
taxation year, patronage dividends paid to 
customers. The taxpayer is permitted to 
vary the rate of patronage as among various 
classes of goods and service sold or provided 
and as between member and non-member customers. 
Non-member customers may be excluded from 
such payments. By Section 75 (2) the allowable 
patronage dividend payments to members may no 
exceed that part of the income of the taxpaye 
deemed to have arisen from its business with 
its members. Section 75 (3) prohibits a 
taxpayer from eliminating its income altogether 
by the payment of patronage dividends. It 
provides that the taxpayer may not, by the 
payment of patronage dividends, reduce its 
income below an amount equivalent to three 
percent of the capital employed in the 
business, less interest paid on loans to 


other than banks and credit unions. 
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Section 75 (4) provides that "payment" 
of patronage dividends can be achieved for 
the purpose of the Act by a variety of ways. 
These methods of "payment" include cash, 
revolving fund arrangements, the issue of 
new share capital and various schemes, whereb 
dividends are declared contemporaneously with 
the exaction of a loan of a similar total 


amount from all the members. 


The effect of this legislation as applied 
to Co-operatives is that income tax must be 
paid on the greatest of (a) the total un- 
allocated profit earned, (b) the profit 
arising from non-member business that is not 
distributed to non-members or (c) that amount 
of current profit equal to three percent of 
capital employed (less allowable interest 
payments). As a result, by declaring patronage 
dividends but contemporaneously arranging for 
the issue of new share capital, revolving 
fund arrangements and "forced loans" Co- 
operatives can build up large amounts of 


capital from untaxed profits. 


Patronage dividends paid in respect of 
purchases of consumer goods are not taxable 
in the hands of the customer. Other patronag 
dividends whether or not paid in cash are 
taxable if the customer is in a tax paying 


bracket. They are, Of course, taxable at 
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the customer's individual tax rate. 


(c) Applications of Section '75' to 

Ordinary Corporations and Co-operatives 

It is not possible for ordinary corporatiadns 
to make significant use of Section 75 of the 
Act. The managements of such corporations 
owe a duty to account for their corporations’ 
profits to their suppliers of risk capital - 
their shareholders. This duty they can only 
fulfill by paying dividends on share capital. 
On the other hand, Co-operatives can fulfill 
their duties to their suppliers of risk 
capital by paying patronage dividends for 
their customers are also their suppliers of 


this type of capital. 


It is nonsense to argue, as certain 
Co-operative partisans do, that because the 
provisions of Section 75 are available to 
ordinary corporations as well as Co-operatives, 
no discrimination exists. The position is 
well summed up in the publication "Recent 
Growth in Canadian Co-operatives" at page 36: 

"Tt is of course obvious that because of 

differences in structure and organiz- 
ation as between Co-operatives and 
ordinary corporations, the payment of 
patronage dividends may be employed 
much more effectively by the former 


where the benefit of such payments 
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1 accrues directly to the owners of the 
2 enterprise. In ordinary corporations, 
3 Such payments reduce the equity of owners 
4 and have therefore been established only 
5 in exceptional circumstances. In practice 
6 their use of patronage dividends as a mean 
7 of reducing taxable income is impracticabld, 
8 being inconsistent with the purpose of 
9 ordinary corporate enterprise and with its 
10 eontinuity. 
11 done, that ordinary corporations are free 


12 to reorganize as co-operatives is not to 
13 deny but to affirm the reality of discrim- 
14 ination as between the two forms of organ- 


15 ization. The essence of this discrimin- 
16 ation lies in the fact that whereas sectio 
17 75 (1) makes no discrimination in the 

18 "quality" or nature of income earned by 

19 co-operatives and by ordinary corporations 
20 it_does make a distinction in the taxing 
21 of such income, depending upon the 

22 particular pattern in which it is distrib- 
23 uted. If the enterprise chooses to 

24 distribute these net earnings with reference 
25 to patronage, Section 75 (1) becomes 

26 | applicable in reducing taxable income; if 
27 it distributes earnings with reference to 
28 share capital, Section 75 (1) does not 

29 apply. Among the possible objectives of 


5() such tax legislation, equity is one which 
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does not appear to be achieved by a 
Situation in which the differential 
treatment rests solely upon the particula 
internal pattern of claims upon earnings 
which the enterprise chooses to adopt." 

It is the belief of those opposed to 
present laws governing Co-operative taxation 
that no distribution of profits to the owners 
of a business should go untaxed. Every such 
action must increase the tax burden on those 
who, in practice, cannot adopt the course of 
paying patronage dividends. 

For those businesses in direct competition 
with Co-operatives the problem is intensified 
because of the ability of Co-operatives to 
amass untaxed capital for expansion from that 
portion of patronage dividends declared, but 
merely credited to the member on the books of 


the Co-operative. 


The value of the privilege of funnelling 
two thirds or more of a business' profits, 
tax free so far as the business is concerned, 
into funds for capital development and 
expansion can probably be appreciated best by 
those who have been charged with the respon- 
sibility of expanding a business paying 52% 
of tax on every dollar it earns. Co-operatives 
have been quick to seize on the privileges 


open to them and published figures of some 
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of the bigger Co-operatives have shown that 
on individual annual profits of several 
millions of dollars they have paid as little 


as 5% of tax. 


In the case of sales of consumer goods 
the small amount of tax paid by the Co-operatiive 
is the only tax paid on its profits. In the 
case of other types of Co-operative business, 
the member will, as has been mentioned, pay 
tax on his patronage dividends, if he is in 
a taxable bracket. Here it must be appreciated, 
however, that many recipients will be in a 
comparatively low tax bracket so that if 
the total tax paid by a corporation and its 
individual shareholders is compared with the 
total tax paid by a Co-operative, which earne 
the same profit, and its members, the tax 
contributions of the ordinary corporation and 
its members would be found to be several time 
as great as that of the other group. This 
would be the case even after taking into 
consideration the individual tax credit 
provided for under Section 38 (1) of the Act. 
(d) Comparison of tax paying obligations 


of Co-operatives, ordinary 
corporations and others 


It might be illuminating to compare the 
income tax-paying obligations of two corp- 
orations, one organized on a joint-stock 


basis, and the other on a Co-operative basis 
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and both having the same net profit of 
$200,000.00 at the end of their trading year. 
(For the purpose of illustration it would be 
assumed that the entire business of both 
companies was carried on within the Province 
of Saskatchewan where many Co-operatives are 
operating and where the combined effect of 
the Provincial and Federal Income Tax Acts 
is to require ordinary corporations to pay 


a maximum rate of 51% on their profits.) 


The Co-operative might declare a patronag 
dividend to its members in the amount of 
three quarters of its profit. On this sum 
of $150,000.00, perhaps $50,000 would be 
distributed in cash and $100,000.00 would be 
credited to the accounts of the patrons in 
one bookkeeping operation, but loaned back 
by them to the Co-operative in a second, 
carried out contemporaneously with the first 
The Co-operative would deduct the whole 
$150,000.00 from its profits and so would 
have a taxable income of only $50,000.00. 

On this taxable income it would pay federal 
income tax at 21% on the first $35,000.00, 
50% on the balance plus gun vauadan tax of 
1% on the whole. Its total income tax 
payment would be $15,350.00 or 7.6% of its 


earnings. 


The joint-stock corporation on the other 
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hand, because of its corporate structure, 
would probably find it impractical to pay 
Patronage dividends and the whole of its net 
earnings of $200,000.00 would be taxable. 
Paying federal income tax at 21% on the 
first $35,000.00 of taxable income, at 50% 
on the balance and the provincial tax at 1% 
on the whole the joint-stock corporation 
would pay a total of $91,850.00, or 45.92% 
of its profit in tax. On the same earnings 
this company contributes over six times more 


tax than the Co-operative. 


The competitive disadvantage of the 
ordinary corporation in the above example 
is obvious. For competitive purposes, it 
is not significant to those organizations 
how the profits they distribute, one by 
dividendpayments, the other by patronage 
dividends, are taxed in the hands of their 


shareholders or members. 


However, the disparity in the tax 
contribution made from the Co-operative's 
profits (by the Co-operative and by the 
individual members), as compared with the 
total tax contributions made from the ordinany 
company's profits (by the company and its 
shareholders), is often just as great as in 
the situations where regard is paid only to 


the contribution of the trading organization 
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alone. 

In the case of a Co-operative marketing 
consumer goods, the tax paid by the Co-oper- 
ative is the only tax paid on its profits; 
Patronage dividends are tax free in the hands 
of the members. 

In the case of other Co-operatives, 
Patronage dividends are taxable in the hands 
of members, if the latter are ina taxable 
bracket. It is difficult to estimate the 
amount of Income Tax which would be paid by 
members in a case such as the one quoted 
above. Many payments would be of small 
amounts individually, and might well be 
overlooked by both taxpayer and the Department. 
It would probably be extremely seldom that thle 
tax paid by the members would exceed the small 


amount of tax paid by the Co-operative. 


In the case of an ordinary company, there 
would be no special consideration for a 
company dealing in consumer goods. It is 
reasonable to suppose that even after making 
allowance for the 20% Canadian dividend 
credit, the shareholders of an ordinary 
company would collectively, because of the 
certainty with which dividends are traced, 
pay at least as much and probably a good 
deal more individual tax than the Co-operative 


members on their patronage dividend. 
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Inequity of taxation is most evident 
between an incorporated trading company on 
the one hand and a és euaeeee on the other. 
As the Saunas ae will be well aware, 
incorporation by no means implies that a 
business has great financial reserves or an 
exceptional volume of business. Very many 
small businessmen find that only by means of 
incorporation can they provide their backers 
and lenders the stability which they require. 
In many cases, because of the amount of 
capital required and the number of persons 
involved, incorporation is more a requisite, 
rather than an optional method of conducting 
business. It is therefore not realistic to 
say that by incorporation, any business 
voluntarily exposes itself to the vigours 


of corporate taxation. 


However, even in the case of those business$- 
men whom circumstances do not force into 
incorporation, there is often a significant 
inequity between their tax obligations and 
that of their Co-operative competitors. 

The following example sets out the respective 
tax obligations of an individual and a 
Co-operative, both engaged in the grocery 
trade, and both having a net profit of 


$10,000.00 at the end of a year. 
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Co-operative in Individual in 
Grocery Trade Grocery Business 
Net profit 
for current 
year $10,000.00 Net profit $10,000.00 
Less Less 
Patronage 7,500.00 Allowance 2,500.00 
Dividends 
(whether paid 
in - Tul or 
partly 
retained in 
business) 
$ 2,500.00 Taxable $ 7,500.00 
Profit 
Tax Payable Tax Payable 
(Federal and (After giving 
Provincial) effect to 
Federal and 
Provincial 
ad just- 
ments) 


(22% on $2,500) 
$ _.550.00 $ 1,616.40 


(e) The Nature of Co-operatives as 
it affects their Tax Paying 


Obligations 


Co-operatives can be divided into two 
categories. There are first "agency" or 
true Co-operatives which conduct their affairs 
at cost and consequently without profit. They 
act as agents of and for the exclusive account 
of their individual members. An example of 
such a Co-operative might be found in the 
ease of a group of poultry farmers who 
commissioned one of their number to market the 
eggs produced by all of them so that they 


could command the better prices and reduced 
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expenses available to a volume seller. If 
the individual commissioned to perform the 
marketing, collected the eggs from his 
neighbors on consignment, marketed them, 
and accounted to the producers for the price 
realized, less the expenses of sale, this 
would be an example of a true "agency" 
Co-operative. Similar examples might be 
found in such fields as Co-operative housing. 
In these cases no profits or income are 
earned and so under our present system of 
taxing income, no liability to tax arises. 
The other type of Co-operative is the 
trading Co-operative. This category embrace 
Co-operatives who engage in business, incur 
risks of profit and loss and conduct them- 


selves like an ordinary business. 


What starts out originally as a true 
agency Co-operative may easily evolve into 
a trading Co-operative. Suppose, for 
instance, the egg producers incorporated as 
a Co-operative and, by borrowing, found the 
money for building an egg grading and packin 
plant. Suppose then, a manager and staff 
were hired and the enterprise extended its 
activities into other fields, such as dairy- 
ing, including milk processing and butter 
manufacturing. The expert management of the 
concern might find it profitable to deal 


in the produce markets in respect of the 
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Products it was handling. It might also be 
found profitable to rent part of the Co- 
Operative's premises to ordinary commercial 
tenants and perhaps also to establish a 
wrapping and box-making division, not only 
to handle the Co-operative's output, but also 
to take on ordinary commercial work when 
Occasion arose. The growth would be financed 
by the retention within the business of 
declared, but undistributed, patronage 


dividends. 


et is interesting to note that it would 
be quite possible that in any year one 
section of the business - say that of egg 
marketing, would be carried on at a loss. 
However, the box-making and other sectors of 
the business might trade successfully, so tha 
at the end of the year, the business a a 
whole would show a profit. Patronage 
dividends would be paid to all those members 
who delivered produce to the Co-operative 
during the year. However, the business done 
with a member who only delivered eggs to the 
Co-operative had resulted in nothing but a 
loss to the business. vee ste a member 
would share in the profits. This member 
was simply deriving a share of the profits 
of the enterprise as a whole. He was 


obtaining a return on the capital he and the 
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1 other members had invested in the business 
2 in previous years. In other words, his 
3 position was just like that of a shareholder 
4 in an ordinary company. 
5 In this example the Co-operative enjoyed 
6 all the benefits which can be derived from 
g trading as an incorporated body, without its 
8 most onerous obligation - the liability to 
9 full corporate taxation. 
10 

The issues were again well summed up in 
the publication "Recent Growth in Canadian 
ie Co-operatives" mentioned above. The author 
13 
stated at Page 36: 
14 
"It is a basic aim of co-operative 

, enterprise to operate on a non-profit basis 
- on behalf of their members. oicrmeee they 
= succeed from a legal standpoint and sometimes 
7 they do not". As pointed out earlier, they 
- do succeed legally where an "agency" 
- relationship with their members can be 
. established. Where they do not succeed, and 
- are deemed legally to earn profit, they 
23 


nevertheless contend that such profit is 

not comparable to that of ordinary corpor- 
ations, being really in the nature of a 
"orice adjustment". This view not only finds 
no support in the Canadian Income Tax Act but 
was rejected outright by the Royal Commission 
on Co-operatives, which conceded that a 


concept of "mutuality" might originally have 
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provided strong support for the view that 
co-operatives could earn no profit, but the 
noted that the concept of mutuality was 
Scarcely applicable to Canadian co-operative 
business in recent times. In other words 
they were viewed as earning profit from 
trading ventures undertaken. Nor does the 
view that co-operatives’ net surplus is 

not profit find much support outside the 
movement itself. As a recent careful study 
has stated this matter, it is rather that 
"co-operatives are organized to increase 
the gain of their members, and to the 
extent that they do have profits. A rebate 
is only such if paid to a person whose 
interest is adverse to that of the business 
which pays it.” It is further noted that 
"the source of the patron-members' real gai 
is the transactions of their associations 


with others whose interests are adverse to 


theirs. Their interest, like those of the 
stockholders of an ordinary corporation, 


are furthered by the operations of a separate 


and distinct business entity." 


The points of similarity between ordinary 
corporations and "trading" Co-operatives are 
striking, the points of dissimilarity few. 
Here are the points of similarity: 


(1) Co-operatives and ordinary corporations 
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are both artificial bodies; 
(2) They have interests which are similar to 
but separate and distinguishable from 
those of their individual owners, whether 


those owners be patrons or shareholders; 


(3) Both earn income which is primarily the 
income of the business (only some of it 


may be passed on to the owners); 


(4) Both retain profits within their organ- 


ization to finance their expansion; 
(5) Both take risks of profit and loss; 


(6) Both enjoy all the services provided by 


the state and paid for by taxation. 


The only dissimilarity is the manner in 


which they distribute their profits. 


The ordinary business distributes it in 
proportion to the amount of capital risked 
by the shareholders, the Co-operative in 
proportion to the volume of business done 


by the members. 


The one point of dissimilarity between 
the two types of organization seems an 
exceedingly slender and illogical one for 
the justification of the collection of widel 


divergent percentages of profit as tax. 


The exemption from tax of true "agency" 
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Co-operatives is not attributable to any 
provision of the Income Tax Act. It arises 
because such enterprises do not earn any 
"profit" within the legal definition of this 


word. 


There seems little doubt that the favourable 
tax treatment which Co-operatives received 
Since their inception in other countries and 
particularly since 1930 in Canada is in large 
part attributable to the perpetuation of 
attitudes developed by Governments toward the 
first Co-operatives formed in Great Britain 
and North America. These original attitudes 
of Government were no doubt induced because 
of three characteristics common to the early 
Co-operatives but seldom found in those bodie 


as we now know them. 


The early Co-operatives almost all had 

these attributes :- 

1. They either met, or came near to 
meeting, the test of being true 
agency Co-operatives; 

2. Their memberships were drawn from 
economically depressed strata of 
society; 

43. They were considered a novel, indeed 
an experimental, method of doing 
business and there was considerable 


doubt as to whether the system would 


be viable. 
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Because of these characteristics 

governments were inclined to treat Co-operatives 
aS though they were charitable or quasi- 
charitable institutions. In any event income 
tax rates were so low and the sphere of 
Co-operative activity so limited, that the 
concessions were not of a great deal of 
importance to either Co-operatives or their 
competitors. The factors which probably 
induced this special treatment are almost 
entirely absent from Co-operatives today. 
Most of them fall very clearly into the non- 
exempt category. Indeed they carry on 
business in a manner indistinguishable, so 
far aS operation is concerned, from the 
methods of their fully taxed competitors. 
Their memberships include those from all 
levels in our society -- the prosperous as 
well as those from the average and lower 
income groups. Far from being an experimenta 
type of business they are well able with thei 
large reserves, expert management and ambitious 
plans for expansion, to compete with all 
other types of business. There seems little 
doubt that they could continue to compete 
effectively even if they had to bear a 


proportionate share of the tax burden. 


However, in Canada, unlike the situation 


in many countries, certain Co-operatives paid 
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their full share of Income Tax just like 
ordinary companies. Other Co-operatives 
escaped payment because of the ambiguous 
wording of the legislation at that time. 
In 1930, the Government passed an amendment 
to the Income War Tax Act, which at the time 
and during the 30's was interpreted as 
exempting Co-operatives from taxation. In 
passing this legislation, the Government 
WaS apparently influenced by a decision of 
the Supreme Court in a tax case which had 
been brought against the Saskatchewan Co- 
Operative Wheat Producers Association, and 
probably also, by the historical attitude 
towards the nature of Co-operative enter- 


prises, which has already been described. 


There seems no doubt now that it was 
wrong to interpret the result of the 
Saskatchewan case as an indication that all 
Co-operative businesses could be regarded as 
tax exempt, even under the ambiguous 1917 
legislation. And of course, the historical 
attitude towards Co-operatives made no 
allowances for the changes in the nature of 
their operations, which had taken place in 
the years Since their inception. In any 
event, it is clear that in the years succeed 
ing 1930, the continuing changes in the 


nature and scope of Co-operatives -- the 
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development of processing and manufacturing 
activities, the use of revolving funds, and 
the growth of subsidiary trading companies, 
meant that the activities of many Co-operatives 
actually should have attracted a tax liabilit 
under the 1930 legislation, although they 
~— not assessed throughout the 30's. In 
these years, the matter was not of pressing 
interest to the country as a whole, because 
profits for all businesses were low and most 
individuals and businesses were pre-occupied 
with their own economic survival. When profits 
were again earned regularly, and the rate 
of Income Tax increased sharply as a result 
of the war, the subject became of significanc 
Once more. Assessments for taxes for previou 
years were made against several Co-operatives 
but were held in abeyance when, in response t 
the dissatisfaction which was being expressed 
in the manner in which Co-operatives were 
escaping taxes, a Royal Commission was 
appointed. The 1946 amendments followed on 
that Commission's report. 

There may Of course be special types of 
enterprises conducted on § Vosesecy vere basis 
which the Government considers require specia 
encouragement or special incentives. One 
such type of activity which comes to mind is 
the Co-operative Eskimo workshop producing 


sculptures and other examples of Eskimo nativ 
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art. It might well be that the Government 
would consider such work worthy of the nation|'s 
Support. If it did, such action would etob- 
ably meet with the approval of most of the 
citizens of this country. However, it is 
important that this support should not be 
given by way of tax privilege. Rather it 
should be labelled for what it is a subsidy 
: and should be made specifically to the 
group considered deserving of it. It seems 
quite etre sont a to subsidize many large 
and prosperous businesses for the sake of 
assisting some specific deserving projects. 
The economic health of most toleberatires 
today provides proof that they are far from 


being "charitable" enterprises. 


(f) History of Present Legislation: 


The present legislation dealing with 
patronage dividends is partly the result of 
the Government-of-the-day's interpretation 
of the recommendations of the Royal Commissi 
of 1944 and 1945, and partly the result of 
amending legislation superimposed on this 
base. As has been mentioned, in the years 
prior to 1944 there was considerable dissat- 
isfaction among both business and individual 
taxpayers because Co-operatives were not 
paying their fair share of the taxation load. 


Because Of this unrest the McDougall Royal 


Commission was set up and directed to enquir 
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into 


"(A) the present position of Co-operative 
in the matter of the application thereto 
of the Income War Tax Act and the Excess 


Profits Tax Act, 1940, and 


"(B) the organization and business 
methods and operations of the said Co-= 
Operatives as well as any other matters 
relevant to the question of the applicatio 
of income and profits tax measures there- 


to, and 


"(C) the comparative position in relation 
to taxation under the said Acts of persons 
engaged in any line of business in direct 
competition with Co-operatives," and it 
was directed to report" .. . all facts 
which appear to them to be pertinent for 
determining what would, in the public 
interest, constitute a just, fair and 
equitable basis for the application of" 
(the said statutes) "to Co-operatives 

and to persons other than Co-operatives 

in respect of methods of doing business 
analogous to Co-operative nsiuodes such 

as the making of payments commonly called 
patronage dividends and to make such 
recommendations for the amendment of 
existing laws as they consider to be 


justified in the public interest;" 
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As a result of its hearings and studies, the 
Commission recommended 
(i) that the law be amended "to provide 
for the taxation of Co-operative 
associations and organizations on 


the same basis as other persons"; 


(ii) that Co-operatives, ordinary joint 
stock companies and others be allowed 


to deduct amounts paid as patronage 


ape 


dividends provided that they were 
paid in cash or its equivalent within 


six months; 


(iii) that newly formed Co-operatives be 

granted a three-year exemption. 

As will be demonstrated later, it is 
considered that recommendations (ii) and 
(iii) mentioned above are inconsistent with 
recommendation (i). The legislation based 
on the Commission's recommendation was 

and 
introduced in 1946/with one important except 
ion has remained in substantially unaltered 
form until the present day. The provisions 


introduced then, comprise most of Sections 


72 and 75 of the Act as presently framed. 


The chief exception is Section 75 (4) 
(f) (ii) which was introduced in 1948. 
This amendment, it is believed largely as 


a result of representations made to the 
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Government by the Co-operative Union of 
Canada, extended the meaning of the word 
"payment" to embrace the "forced loan" 
method of dealing with patronage dividends, 
which has been described above. 

(g) Extent to which Expressed Aims of 
Royal Commission's Recommendations 
have been Achieved: 

A Pagaeerie interpretation of the Royal 
Commission's key recommendation - that Co- 
Operative associations be taxed on the same 
basis as other persons - would lead one to 
expect that the Commission intended that a 
Co-operative and a eat verae nad earning a 
Similar amount of profit should at the end 
of a normal year's Operations, have approx- 
imately the same liability and the same 


opportunities of limiting this liability. 


If this was the Commission's expectation 
it has certainly not been realized in 
practice. 

It is obvious that the Commission, when 
it recommended special treatment for new 
Co-operatives, intended that at least one 
exception to its general rule should be made. 
This point was conclusively dealt with in 
"Recent Growth in Canadian Co-operatives" 
at Page 33 as follows: 

"Tt will be recalled that Section 73 (1) 


provides that no tax is payable on the 


pee ¥ =. . : aie { 7 4 ; 
ey oA gol >a olin, | 


srwin® otowe 
to noinU svitereqo-od ext yd Jnemnrevod 
biow sdt to antnsem edt bebnetxs .abansd 
"eof beorol" eft sostdme oF "dnemysq" 
,2bAsbivib sysnorteq dtiw anti seb to bodtom 
-svods bedivoeeb need asd dotdw 
tO emtA beeaeexaxd dotdw or kabel (3) 


anotitsbasmmoosh e'notaatmmod Isyoh 
: bevetrioA need sved 


fsyoH sont to noliveterqretot eldsnoeses A 
~oO dst - notisbnemmoosy you e' noteetmmod 
smse edd no bexsd od anotdstooeas evita ieqo 
of sno Beef blow - anoerteq reddo es ated 
gs ded? bebnestnt notaatmmod eft vstid toecxe 
& gntoates dithuataciee & bos ovitsreqo-09 
bie sat ts Hbivode titorg to tnvoms reltmte 
~xorggs eval ,anottereqe a'igsy Tamron sp to 
omse edt bos yttlidstkl omsa sd? ylotemt 


oYJilidsil etAt anttimk£ to asitinutireqqo 


nik bestiset nesd ton yiniette0 agn tt 
»90lvostq 

neiw ,noteeimmod ent tedt avotvdo ar JI 
won "OF tnoemteett Letoeqe bebnommooss tt 
5n0 dasel 7s tsdd bebnednt eeovitateqo-09 
osbsam ed Hhiyuode o fur fsteteg att o¢ notiqsoxe 
nt dtiw tiseb yisvieulonos esw tntog etdAT 
"gevitseteqo-o0 astbened at dtword sdneoon" 
-ewolfot es €€ ezusl ts 

(I) €F nottoe® dst bolfsoer od Cftw sz" 


siz mo eidsyeq et xst on tect aebivorg 


| 
| 
| 
notdsJosqxe e'wotecimmoD oft asw Biddy FT 


29 


30 


Nethercut & Young 


Terente, Ontaric 


A. 80 
taxable income of a co-operative for each 
of the first three taxation years after its 
commencement of business. This provision 
is based on a recommendation made by the 
Royal Commission on Co-operatives in its 
1945 Report in response to representations 
that ‘in their early years, their (i.e. 
Co-operatives') financial difficulties may 
be greater, on the average, than those of 
similar ordinary companies.' At the 
present stage of development of the Canadia 
cO-Operative movement, where skilled 
management and strong financial support 
are commonly made available to newly 
organized enterprises, there is simply not 
adequate evidence to support such a 
generalization. It would be just as 
plausible, and as unwarranted, to advance 
precisely the opposite contention. This 
being so, it follows that Section 73 (1), 
applying solely to Co-operatives, is 
discriminatory both in form and in fact, 
and this is surely one area of taxation in 
which conflict between Co-operatives and 
ordinary corporations might well be reduced 
either by extending the provisions of 
Section 73 (1) to all corporate enterprise 
(Co-operative and ordinary) or by repealing 


the legislation." 
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1 So far as Section 75 is concerned, it may 
2 well have been thought by the Commission that 
3 they had éerenuiiae a measure of rough 
4 justice by introducing Section 75 (3), the 
5 limitation in regard to capital employed. 
6 Three percent represented the level of 
7 interest rates on Dominion Government bonds 
8 at the time the Commission was sitting and 
9 it may have appeared to the Commission that 
10 this provision would ensure at least some 
11 tax contribution from Co-operatives. That 
12 the effects of this provision have fallen far 
13 short of the probable expectations of its 
14 instigators is evident from a survey of the 
15 average rates of tax being paid by Co-operatives 
16 today. Further erosion of the equality of 
17 treatment ideal took place when the contro- 
18 versial addition to the definition of "payment" 
19 under Section 75 (4) (f) (ii) was added in 
20 1948. 
21 
No disinterested observer could argue 
id that Co-operatives are now taxed on "the 
2 same basis as other persons". 
24 
25 Again, the subject was dealt with in 
26 the more recent Canadian Tax Foundation Study}|: 
27 
"It was pointed out in the author's 
e earlier study that the present Canadian 
7 tax legislation does, in economic reality, 
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: discriminate in favour of Co-operative 

2 enterprise and that the consequence of 

p Such discrimination is to provide Co- 

4 Operatives with access to relatively 

> large sums of tax-free capital to finance 
6 the establishment and expansion of their 

7 trading organizations. This access is of 
8 course enormously facilitated by their 

9 ability to allocate Patronage payments 

10 in forms other than cash, thereby actually 
11 retaining the funds within the organizatio 
12 These funds, we Co-operative officials 

13 freely concede, represent a crucial factor 
14 in their having achieved such a remarkable 
15 rate of growth since World War II, and 

16 this may well be much more important as 

17 an explanation of their generally increas- 
18 ing share of total sales in markets where 
19 they operate, than the steady improvement 
20 in managerial efficiency which has been 


achieved within the movement,” 


(h) Economic and Logical Reasons for 
Co-operatives Paying Fair Share 
of Income Taxation: 

Many Co-operative managements argue that 
their organizations do not really make profit 
at all. They claim that Co-operative organ= 
izations are only vehicles for carrying out 


the aims of their members and that, there- 


fore, profits should only be taxable in the 
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hands of these members. As has been demon- 
Strated, this position is not supportable in 
fact. Once it is recognized, as our Income 
Tax Act has done, that Co-ooeratives do have 
income then it is abundantly clear that if a 
fair competitive situation is to exist, 
Co-operatives and ordinary corporations should 
be taxed on a basis which Obliges all under- 
takings, regardless of nature of ownership, 
Naving similar profits, to pay similar amount 


of: tax. 


Two other arguments advanced by Co-operative 
spokesmen in resisting any move to impose a 
fair rate of tax on Co-operative profits are; 
i) That if their profits were fully taxed 
it would be possible for Co-operatives, by 
reducing their prices for goods and servic S, 
to eliminate both their profits and their 


liability to income taxation; 


ii) That the solution to the Co-operative 
- ordinary business tax controversy is 


to remove corporate tax altogether instead 


of attempting to achieve equality in the 

imposition of taxes on Co-operatives and 

ordinary business; 

If Co-operatives chose to do business in 
the manner suggested in argument (i) and so 
29 


escaped all liability to income tax, ordinary 


30 business would have to meet this type of 
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1} competition. However, it seems most improbable 
2 that, in practice, Co-operatives would operat 
3 for long without attempting to earn the profits 
4 upon which every business depends for its 

5 future growth and indeed its survival. With- 
6 out net earnings there would be no patronage 

7 dividends -- the Co-operatives would be 

8 Sacrificing the ready source of tax free 

9 working capital which especially strengthens 
10 their competitive muscle. They would not 

11 have the advantage of tax free funds retained 
12 in the treasury by the stroke of a pen. 

13 (Financial Post September 8th, 1962). 

14 

as The second argument is no more substantial 
% than the first. Any Government of this 

7 nation is going to be obliged to continue 

- to incur expenditures at, or more likely 

” beyond, current levels. Whether we relish 

“ the prospect or not these seem to be the 

" harsh facts of life in the latter half of 

- the twentieth aeaianeys While it may be the 

_ pipe dream of every business man to envisage 
= a world without corporate taxation, there 
ms seems little likelihood of this idyllic stat 
" coming about. What other source could provide 
™ the one and one-third billion dollars that 

: is derived from the taxation of Corporate 
: profits? (1961 Taxation Statistics, Page 114) 
ay In every developed country of the western 
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world, taxation of Corporate profits has been 
regarded as a necessity, albeit an unpleasant 
Ones In any event the problem confronting us 
is too urgent to await the necessarily pro- 

tracted evolution of any alternative taxation 
System, if any there be. The problem must be 
tackled here and now in the context of our 


existing system. 


There are other compelling reasons for 
requiring Co-operatives to shoulder their 


Share of the tax load. 


The revenues derived from taxation are 
used to defray the costs of running this 
country at federal, provincial and municipal 
levels. Co-operatives and their employees, 
members and customers derive just as much 
benefit from these services as do ordinary 
corporations and their employees, share- 
holders, and customers. The services of 
Government Departments, the protection of 
the armed forces, Government financed high- 
ways,subsidized transportation services, 
et cetera, are of as much value to Co- 
operatives as they are to ordinary companies. 
Until World War II, the extent of social 
services was limited. Nowadays, they compris 
a large and ‘growing share of our national 
budget. It is only fair that every sector 


of the Economy should bear its share of these 
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eosts. The employees and members of a 
Co-operative derive as much advantage from 
these services and benefits as do the 
employees and shareholders of ordinary 


companies. 


Every dollar of tax which Co-operatives 


are excused is a dollar transferred to the 
shoulders of some other taxpayer. To the 
extent that this tax is borne by others, 
even if they are not in direct competition 
with Co-operatives, the competitive position 


of these companies is adversely affected. 


Co-operatives are doing approximately 
$1,400,000,000 of business a year in this 
country. It is believed they earn profits 
of well over $100,000,000 per annum. This 
figure is only an estimate but it is believe 
to be a Le neh estimate. On this sum they 
pay tax at an average rate of well under 10% 
Were they to pay tax at the same levels as 
other corporations, it would be possible to 
lower the standard corporate tax rate by 


several percentage points. 


The author of "Recent Growth in Canadian 
Co-operatives", after pointing out the 
discriminations which existed in favour of 
Co-operatives in our tax eae drew attentio 


’ 


to the misallocations of our national resour¢es 
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which resulted from this discrimination, 
as follows: 
"If this" (the author is referring to the 
extra-ordinary rate of growth which 


Co-operatives enjoy through being able 


to use untaxed profits for development) 
"is correct then present tax arrangements 
are undesirable not only because of lack 
of equity but because of their effects 

on the efficiency with which the economy’ 
productive resources are allocated. More 
specifically the allocation of resources 


as between Co-operatives and ordinary 


enterprise is under such circumstances 
then determined not primarily on grounds 
of productive efficiency but on the 
financial advantage accruing to the 
Co-operatives under present tax arrange~ 


ments." 


One flagrant example of the misallocation 
of resources discussed above in general terms 
is of very topical significance at this time. 
Co-operatives happen to be concentrated 
largely in the distributive, marketing and 
service sections of the cain Ciere rather than 
in the primary and manufacturing industries. 
It is, of course, the success or failure of 
the latter group which determines the health 


of our whole economy. It is reasonable to 
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1 suppose that the bulk of the taxes which 

2 Co-operatives escape paying, are being 

3 transferred to the wealth producing sectors 

4 of the economy and have the effect of making 
5 competition all the more difficult in both 

6 home and export markets for businesses in 

7 these sectors. 

8 

§ Continued favoured income tax treatment 

10 of Co-operatives must inevitably lead to 

1 more business passing to Co-operative control 
2 This, in turn, will result in a reduction of 
3 corporate profits liable to taxation at 

14 normal corporate rates. Inevitably this 

13 circumstance will lead to further increases 
16 in standard corporate rates and the vicious 
rr circle will be nearer completion as increased 
i rates drive more business into Co-operative 
19 hands. Ultimately, of course, some new 
30 method of raising corporate taxes would have 
34 to be found. Probably any Government would 
32 be moved to act some time before the complete 
93 transference of control of business to Co- 

a4 operative hands took place. The action would 
a5 be of small consolation to the enterprises 
a6 which were forced to give up the unequal 

struggle between now and then. 

27 
28 Co-operatives do not balk at paying 

29 property and business taxes at the municipal 
30 level. They pay provincial sales and gasolin 
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1 taxes but have escaped almost all the burden 
2 of the taxes on corporate profits recently 
3 imposed by certain provinces to finance 
4 hospitalization schemes, et cetera. The 
5 purposes to which these tax revenues are put 
6 are no more important than those to which 
7 federal tax bceenteas are devoted. There is 
8 no valid reason for Co-operatives failing to 
9 pay their fair share of federal Government 
10 costs when they accept most of their obli- 
11 gations at the less costly local level. 
12 
e (i) Co-operative Growth Rates: 
- It is not possible to state that all the 
0 gains in business volume which Co-operatives 
i have achieved can be attributed to taxation 
advantage. However, such is the extent of 
Co-operative tax privilege it is reasonable 
: to state that a significant proportion of the 
: abnormal growth rates which Co-operatives 
5 have enjoyed in recent years is so attributable. 
22 As has been mentioned Co-operative sales 
23 volume now amounts to some $1,400,000,000 
24 per annum. This volume represents a doubling 
25 of the 1947 figure. Growth has been most 
26 pronounced in recent years. Between 1957 
27 and 1960 Co-operatives’ assets and their 
28 marketing sales both increased by 25%. In 
29 the same period merchandising sales increased 
= by 29% and the sales of wholesale Co-operatives 
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by 36%. 3 

In almost all sections of the Economy the 
gains in sales volume achieved by Co-operative 
have outstripped, and in some cases far out- 
stripped, the growth shown by total Canadian 
Sales. Examples of areas where Co-operatives 
have achieved much better than average results 
are in the hardware trade (since 1958 Co- 
operative sales have increased 40% against 


an increase in total Canadian sales of 8%) in 


the clothing and home furnishings trade (sine 
1945 Co-operative sales have increased 300% 
while total Canadian increases have been less 
than 200%) and in the wood and building 
materials trade (where in the post war years 
the record has been similar to that in the 


clothing and home furnishing trade). 


The 1962 publication of The Canadian Tax 
Foundation had this to say about recent 
Co-operative growth: 

"The statistically proved rate of 
growth in Canadian Co-operative marketing, 
merchandising and wholesale sales since the 
end of World War II has, it will be 
generally conceded been vahoiicines More- 
over, these sales gains are impressive 
both when measured in absolute terms and 
when measured relative to the rate of 


growth achieved by competitors in the 
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1 ‘private’ sector of the economy. It appear 
2 to be a fair generalization that Co-operati - 
§ Sales have grown a good bit more rapidly 
4 (and in a number of areas much more rapidly 
a than those of their competitors. To put 
6 the matter differently, the Co-operatives, 
7 in those areas of activity where they 
8 compete with 'private' enterprise, have 
9 substantially increased their share of 
10 total trade. We have shown that in the 
11 marketing of agricultural products, the 
12 Co-operatives’ share of total trade 
13 (although not growing as rapidly) is very 
14 much greater than its share of total 
15 merchandising trade. What is most sig- 
16 nificant about Co-operative merchandising 
17 (and anatsaaiine) is not its present small 
18 share of total Canadian merchandising (and 
19 wholesaling) (a fact to be explained by 
20 its relatively recent development and 
ai relatively limited range of commodity 
22 groupings traded), but its very rapid 
za growth throughout its still limited range 
24 of operations and the severe competitive 
25 pressures which it has been able to bring 
26 to bear on particular segments of the 
27 ‘private’ trade." 
28 An example of the manner in which "particular 
29 segments" of the "private trade" can be affecte 
| by tax favoured Co-operative competition out of 
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1 proportion to the extent of Co-operative 

2 activity in an industry, can be fcund in the 
3 retail trade. Co-operatives handle perhaps 
4 3% of total Canadian retail trade. In 

5 Saskatchewan however, Co-operatives are 

6 estimated, by the Saskatchewan Retail 

7 Merchants Association, to have handled 8.63% 
8) of that province's retail business in 1961 

9 and have outstripped department stores in 

10 sales volume ($77,695,318 to $67,847,000). 
11 | 

e In addition to growth in business where 
13 Co-operatives have been established for many 
ti years, there has been evident of late a 

‘a growing diversification of Co-operative 

16 activity into new fields. Co-operatives are 
i now competing with ordinary fully taxed 

$n businesses in such diverse activities as 

ts retailing, wholesaling, lumber and building 
a0 supply distributing, grain handling, dairying 
in food processing and manufacturing, fisheries, 
“5 Saw milling, operation of service stations, 
a flour milling, seed crushing, manufacturing 
- and distribution of feed products, chemical 
i manufacturing, insurance in all Ro PaS and 

a banking through Credit Unions. The concern 
” aS to Co-operative tax treatment which has 
- been evident in industries such as retailing 
a where Co-operatives have been active for 


some time is spreading with rapidity to the 
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Other industries in which Co-operatives are 


becoming active. 


In Professor McIvor's later study, there 
was set out a summary of the views of those 
in ordinary business on the effect present 
Co-operative tax treatment was having on 
their own industries. Because of the 
Significance of these views they are re- 
produced at length in Schedule "A attached 
hereto. 

Credit 4, The Commission will be familiar with 
Unions 
the legislation of the various Provinces 
providing for the establishment and operation 


of Credit Unions. 


The Commission will also be well aware 
of the scope of their activities and we do 


not intend to elaborate on these points. 


The exempt status of these organization 
arises under Sections 62 (1) and 62 (1) (k) 
of the Income Tax Act, reproduced in the 


schedule to this submission. 


We are interested in the latter's tax 
treatment, first on grounds of principle and 
second, because they provide an excellent 
example of the progress which can be made by 
a section of industry accorded, in this case, 
not merely taxation advantage but taxation 


immunity. 
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1 The motives prompting the formation of 
2 Credit Unions included the encouragement of 
3 thrift and the provision of loans to members 
+ at moderate rates of interest. There seems 
a little doubt that even without special tax- 
6 ation treatment Credit Unions would have 
7 developed and prospered. It has been 
8 explained it was not our intention to 
9 criticize Co-operatives as institutions. No 
10 more is it our desire to impugn or in any way 
11 discredit the aims of Credit Unions. 
12 
Were Section 62 (1) and 62 (1) (k) of 
‘4 the Income Tax Act not operative it seems. 
8 unlikely that many Credit Unions would be 
: able to achieve the status of "non income” 
+ agency Co-operatives. Few, if any, of them 
‘“ exhibit a strict "agency" relationship with 
‘i their members. Credit Unions charge their 
‘a borrowing members a higher rate of interest 
‘~ than they pay to their lending members. , 
2 (A member of course, may be a borrower on 
one occasion and a lender on another). Credilt 
2 Unions also show a profit on that part of 
% their funds deposited by members which is 
“y invested in securities, loaned to trading 
Z Co-operatives, or otherwise placed on the 
money market. The profits Credit Unions 
a earn from these sources are devoted to 
29 


building up reserves, acquiring assets 
30 
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1 (buildings, office equipment, et cetera) and 
2 paying dividends to members. Indeed, the 

3 nature of their activities is very similar 

4 to that of their fully taxed competitors ~- 

5 banks, savings and loan, trust, and finance 

6 companies. It is apparent that were it not 

7 for the special exemption accorded UWeltubitier 
8 the Act, Credit Unions would be considered to 
9 earn income and would be subject to tax on 

10 their profits in the same way as is a trading 
11 . Co-operative. 

12 

13 The tax exemptions granted Credit Unions 
7 were the result of specific recommendations 
- in the Report of the McDougall Royal Commission. 
1 No suggestion was made in that Report, as it 
> was in the case of Co-operatives, that at 

te least some tax should be collected from their 
is profits. Perhaps this was because Credit 

: Unions were then both numerically and on a 

24 volume of business basis of little signifi- 
55 cance. They have now developed to a stage 

- where their tax status requires review. 

24 The growth which Credit Unions have 

25 enjoyed over the last twenty years has 

26 certainly been striking, as demonstrated 
27 by the following table:- 

28 

29 

30 
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i! 
2 
GROWTH OF CREDIT UNIONS IN CANADA 
Number of Number of Loans Granted 
Year Members _ Credit Unions Total Assets Since Inception 
1930 45,000 19%, $ 11,000,000 $ - o£ 
1941 238 4.63 1,316 31,230,813 126,898,678 
1957 2,084,568 4349 816,264,367 2,229,719,405 
(4,060 Reported) 
1958 2,187,494 4,485 1,009, 363 ,000 2,614,197, 000 
(4,156 Reported) 
1959 pe a) Ww; 4,566 1,154,645, 000 3,081, 754,000 
(4,137 Reported) 
1960 2,544 5300 4,667 1,299, 000,000 Zoe ee 


(5,287 Reported ) 


¥ - Figures not available. 


In the last ten years the growth 
accelerated. It was stated in the Publication 
"Credit Unions in Canada, 1960" distributed 
by the Economics Division, Canada Department 
of Agriculture :- 

"Comparative Statistics for 1960 and 1950 
Credit Unions in Canada have 
experienced rapid growth during the past 

ten years. Credit Unions reporting 
increased from 2,801 in 1950 to 4,287 
in 1960 (Table 8). Total membership 
increased from 1,508,125 to 2,544,400 
during the same period. The greatest 
increase in membership was reported for 


British Columbia with 4576 thousand 
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followed by Quebec with 365 thousand and 

Saskatchewan with 307 thousand. The 

average membership per credit union 

increased from 370 in 1950 to 593 in 1960. 
Savings increased from $300 million 

in 1950 to $1,195 million in 1960. 

During the same period savings On a per 


member basis increased from $290 to $470. 


(The Tables to which reference is made ar 


not reproduced in this submission.) 


It seems clear that much of the growth 
of Credit Unions can be directly attributed 
to their freedom from taxation. It is 
obvious that an organization which has no 
tax to pay on its profits is in a position 
to offer loans at lower rates and accept 


deposits at higher rates, than can a 


competitor who does have a substantial tax 
obligation. . It.is, difficult to predict 

what percentage of the business Credit Union 
now do that would have been conducted throug 
the tax-paying channels of banks, savings an 
loan,trust and finance companies had tax bee 
collected from Credit Union profits. It seens 
certain however, that oe volume would have 
been substantial. Similarly, it is difficul 
to estimate the total sum which ordinary 
taxpayers have had to pay in tax over the 


years to compensate for the concession given 
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Credit Unions. The figure must, again, be 


large. 


The extraordinary growth and prosperity 
which Credit Unions have enjoyed in the last 
twenty years and the unfair nature of the 
competition they provide for their fully 
taxed commercial competitors is sufficient 
reason for a reappraisal of the taxation 
policy to be adopted towards this type of 


financial business. 


There seems little doubt that Credit 
Unions would be well able to fulfill the role 
they are presently Playing in our society 
even though ineyiliverta asked to bear the same 
share of the dst of running the country whic 
other iT e performing similar 
functions have been doing year in and year 
out during the period of their growth. We 
urge that the Royal Commission recommend that 
the special exemption granted Credit Unions 
be revoked and that they be taxed on the same 


basis as ordinary financial concerns. 


6. It is the view of the Foundation that 
the considerable disparity which exists 
between the treatment of Co-operatives and 
ordinary businesses result in the latter 
being placed in a disadvantageous position. 


It is further believed that perpetuation of 
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1 this tax inequality will intensify the 
2 problem and lead to more and more business 
3 passing to the control of Co-operatives. 
4 
P In the present context the difficulties 
4 which ordinary businesses in competition with 
q Co-operatives and Credit Unions experience in 
P obtaining credit and raising new capital are 
P severe enough to warrant that the womesdion 
i” take cognizance of the overall implications 
1 of the Co-operative taxation system. 
12 In the light of the material which has 
13 been included in this submission, the 
14 Foundation respectfully requests the 
15 Commission to make the following recommend- 
16 ations: 
17 
‘3 (1) In respect of ordinary Co-operatives 
2 (a) That the key Bo oaarwiationter 
, the 1945 Royal Commission on 
i Co-operative Taxation (to the 
5 effect that corporations and 
e Co-operatives should both be 
% taxed on the same basis) be 
24 
implemented in a manner which 
5 results in both Co-operatives and 
26 


ordinary companies with similar 
profits paying similar amounts of 


tax. 


So long as corporate taxation is 
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Terente, Ontario 
based on the present general scheme of 
collection it is requested that the 
deduction of patronage dividends paid 
by Co-operatives and by ordinary 


corporations be disallowed in the 


calculation of net income. 


(b) That the three year tax exemption 


accorded new Co-operatives be removed. 


(2) In respect of Credit Unions 
That the special exemption accorded to 
Credit Unions be discontinued and that they 
be taxed on the same basis as ordinary 


financial concerns. 


All of which is respectfully submitte 


THE EQUITABLE INCOME TAX FOUNDATION 
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SCHEDULE "A" 


"RECENT GROWTH IN CANADIAN CO-OPERATIVES" 


by 
R. Craig McIvor 
June, 1962 


Pages 29 - 32 

In the sale of lumber and building supplies, the 
co-operatives' recent gains in relative sales (i.e., 
relative to those of their competitors) have been 
particularly great, especially in the west, and these 
operations have expanded mainly in established centres 
where line and independent operators have sold for 
years. Changing geographic shopping patterns have 
affected the longer-established private operators more 
seriously, since the more recently-established co-oper- 
atives have been better able to conform to the changed 
patterns. These co-operatives "are now established 
in all the larger centres as well as in the smaller 
places where they have frequently bought out or 
| squeezed out independent competitors". In the view 
of these competitors, co-operative lumber outlets are 
apparently able to compete successfully in any communit 
the explanation being in terms of a level of managerial 
efficiency not generally distinguishable from that of 
"private" dealers, combined with an access to capital, 
for financing both the establishment and subsequent 
expansion of the business, which cannot possibly be 
matched by private dealers, i saieaat the income tax 
advantage accruing to co-operatives. During the past 
five years, while the number of "private" retail lumber 
outlets has been reduced by some one hundred and fifty, 


co-operative outlets have risen in comparable numbers. 
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To halt this process of attrition, the private trade 


deems fundamental tax revision to be essential. 


The hardware trade, another area of merchandising 
hard hit by co-operative inroads, offers a similar 
analysis. Here, as elsewhere, the total cet of 
Sales has increased much more rapidly than the total 
number of retail outlets, and the co-operatives' share 
of total sales has grown in part from a more rapid 
expansion of existing store facilities and in part from 
the buying out or crowding out of competitors. The 
case was put that it has become very difficult for a 
wholesale house to find a buyer when an independent 
merchant wishes to sell. -The financial resources 
required to take over ‘the concern will usually be 
beyond the means of most individuals; but a co- 
Operative, with its ready access to capital from 
various sources within the movement, can usually 
finance the take-over with relatively little difficult 
The trend in the distribution of ownership of retail 
outlets therefore presents much the same picture as 
in lumber and building supplies, and in both cases it 
is asserted that the co-operatives' Superior access 
to capital, stemming from their tax position, renders 
inevitable the outcome of the competitive struggle, so 
that new "private" capital alos shuns such areas 
and its total share of the industry continuously 
declines. At the wholesale level, where the relative 
growth of co-operative Rhee pei and equipment sales 
has been particularly striking, the financial 


resources of the co-operative "wholesales" have been 
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employed to take full advantage of the increasingly 
urban emphasis in co-operative merchandising. The 
Supply of their large urban shopping centres has been 
accompanied by a marked relative decline in the 
activities of "private" wholesale hardware outlets, 
the strength ee which ail been traditionally developed 


in the supplying of primarily rural areas. 


In the merchandising of feeds and fertilizers, 
the co-operatives' relative gains have been more modest 
than in other areas, but nevertheless sufficiently 
great as to be viewed as "alarming" by many of their 
competitors. oshoech tae entry into the manufacture 
and distribution of these products represents a 
subsequent diversification of what was initially an 
agricultural marketing operation. Their continuously 
increasing competitive Strength in feeds and fertilizer 
as reflected both by their rising proportion of total 
Sales and of merchandising outlets, is again attributed 
primarily to tax advantage, and has eliminated compet - 


itors in particular geographic areas. 


Before attempting to assess the validity of these 
representations concerning the tax advantages possessed 
by co-operatives, we shall include in our sampling of 
"private" views certain observations originating from 
the marketing sectors of the economy. Among these, 
dairying and grain marketing are chosen as representin 
areas where the strength of co-operative pressures has 
been not only traditionally great but rapidly gaining 


in recent years. 
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In the dairy industry, during the past few years, 
the enlargement of the co-operative segment owes much 
to the taking over, by co-operatives, of productive 
facilities previously owned by individuals or "private" 
corporations, many of these purchases requiring very 
large financial commitments. (Footnote 7). In addition, 
dairy producers traditionally compete for sales through 
the granting of financial assistance to their retail 
outlets, and it is asserted that the co-operative 
dairies have been "conspicuous" in their willingness 
and ability to pievide loans in amounts and on terms 
which "private" competitors find it very difficult to 
rates Apart from their retention of tax-free patronag 


dividends allocated to members, the co-operative dairie 


are said to have at their disposal certain other 
techniques conducive to the acquisition of capital - 
technigues not available to their private competitors. 
In particular, the daily receipt of milk and cream from 
members, paid for semi-monthly, provides a ready basis 
for a continuous financing of the co-operative, in that 
a very small percentage deduction from members' produce 
cheques, spread over a large number of members, will 
yield substantial funds for any new financial require- 
ments. The financing of the Twin City Co-operative 
(see footnote 7) is a case in point, but the method is 


of course by no means limited to dairying operations. 


The financial techniques of co-operative dairying 
provide an appropriate occasion for introducing another 


facet of co-operative finance, the significance of 
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which extends far beyond this particular industry. 

It is open to any marketing co-operative, by the 
expedient of raising prices paid for produce acquired 
from its members, to avoid the accumulation of any 
Surplus or profit. For a merchandising co-operative 
the same result may be achieved by lowering prices 
charged for supplies sold to its members. In either 
event, there is created what has become known as a 
"pricing-out" problem, in that the net earnings of the 
enterprise may be formally eliminated. They of course 
in fact remain, but they accrue to the members in 
different form, via the higher selling or lower purchas 
prices from which the members benefit. This problem 

is given further consideration below. In the dairying 
industry, the "private" firms assert that co-operative 
producers commonly distribute their earnings to members 
through higher payments for produce, thereby eliminatin 
or reducing to a minimum the appearance of net surplus. 
They obtain necessary capital through regular deductions 
from members’ produce cheques, a process which results 
in a continuous growth of members' equity in the 
enterprise. With this combination of techniques, 
"nrivate” enterprise is unable to compete, and it is 
their view that if more equitable tax arrangements 
cannot be achieved, the co-operatives’ share of the 
industry will continue to fnaveases While the co- 
operatives are steadily acquiring "private" dairies, 
there are no instances of "reverse" movements and the 
gradual but inevitable outcome will be the dis- 


appearance of the "private" sector of the industry. 
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Within the fisheries industry, the relative growt 
of co-operative enterprise has been explained (as in 
other sectors) partly by their superior access to 
capital. In addition, however, the co-operatives 
have been free from fishermen's strikes which have 
frequently plagued their competitors. In point of 
fact, the co-operative organizations are associations 
of fishermen, and in turning over their catches to 
their organization for processing, the fishermen 
accept a cash down-payment which may be augmented by 
a patronage allocation at a later date. The "private" 
processing firms pay cash in full at time of purchasin 
the catch of independent fishermen and in certain 
provinces (e.g. British Columbia) it is illegal for 
these private firms (in any sector of production) 


to solicit products from co-operative producers. 


The role of co-operative marketing in the Canadia 
grain trade has already been extensively discussed in 
the earlier study, and the case presented by the 
"orivate" dealers need only be summarized at this 
point. In this sector, co-operative marketing 
activities are centred in the three provincial "pools" 
and in the United Grain Growers Limited, an organiz- 
ation in some respects similar to the pools, in other 
respects to the "private" companies. The "private" 
trade, while not as highly concentrated, is neverthe- 
less well organized and it is not surprising that wit 


such a market structure the controversial issues 


relating to co-operative taxation have been most 
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sharply delineated and most extensively discussed in 
this sector. It is here, of course, that co-operative 
marketing developed its greatest strength and where 
its largest and most diversified operations are to be 
found. Since the end of World War II, and for some 
years before, the competitive position of the "private" 
trade has deteriorated. Thus, between 1946 and 1960, 

a familiar Canadian trend may be readily observed, 

that of the transfer of ownership of grain elevators 
from "private" to co-operative control. During this 
fourteen year interval, the number of country elevator 
operated by the "private" trade declined from 3689 

to 3119, while the number operated by the three pools 
increased from 1773 to 2183. Over the same period, 

the percentage of country elevator grain deliveries 


in Western Canada taken by the pools increased from 


approximately 43% to 484. 


It is the position of the private grain trade 
that this continuous transfer of ownership of elevator 
facilities has been produced by the tax advantages 
which the co-operative elevator companies have long 
enjoyed. In particular, the pools' early elevator 
and commercial reserves (tax-free additions to their 
capital), continuously augmented by patronage loans 
(dividends "allocated" but withheld from members), 
have permitted these organizations unfairly to 
augment and diversify their operations at the expense 
of "private" dealers. Meanwhile, in an effort to 


slow the erosion of their competitive position, some 
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of the latter firms have been compelled to institute the 
payment of patronage dividends, although on a scale 
necessarily more modest than those of the pools. As 
elsewhere, the comparative unattractiveness of the 
grain trade as an investment outlet for private capital 
has meant that the transfer of ownership of facilities 
has been a One-way process. The transfer is therefore 
not to be explained in terms of the greater efficiency 
of co-operative enterprise in this sector but rather in 
terms of tax discrimination; and the inevitable, if 
gradual, outcome is seen as the obliteration of the 


"private" trade. 
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(7) As of late 1961, the most recent example of such 
a "take-over" was the action of the United Milk 
Producers, an association of 558 shippers of fluid 
milk to the Halifax-Dartmouth area in Nova Scotia. 
They established the new "Twin Cities Co-operative" as 
an instrument for acquiring ownership of Maple Leaf 
Dairy (and its subsidiary, Farmer's Dairy) at a cost 
of $1.3 million, and thereby gaining control over the 
distribution of three-quarters of all the milk sold in 
the Halifax-Dartmouth market. Membership in Twin Citie 
Co-operative cost $50, and since $200,000 in cash was 
required to effect the take-over, members were also 
asked for a contribution of $100 per can, for each can 
of milk quota they had. Further financing was to take 
the form of a voluntary continuing "check-off" of 25¢ 


per can, after the new co-operative took over, and 
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profits were to be ploughed back into the business, in 
order to complete the purchase. Each producer would be 
"allocated" his profit in the form of additional share 


capital. 
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SCHEDULE "B" 

2 CANADIAN INCOME TAX ACT 

3 1961 Edition 

4 Section 62 (Page 146) -- EXEMPTIONS 

S| Section 62 (1) 

6 (1) No tax is payable under this Part upon the 

7 taxable income of a person for a period when that 
8 person was 

9 

mn Section 62 (1) (k) Pages 149, 150) 

i (k) CREDIT UNIONS. - a corporation or association 

” incorporated or organized as a credit union or 
” co-operative credit society if 

(i) it was restricted to carrying on business 

" in one province and it derived its revenue 
‘* primarily from 

16 

(A) loans made to, or cashing cheques for, 

r members residing within the province, 
18 || 

19 (B) bonds of, or guaranteed by, the 
20 government of Canada or a province, or 


(C) loans made to a co-operative credit 


society of which it is a member, or 


(11) the members thereof were corporations or 
associations 
(A) incorporated or orwell ad as credit 
unions substantially all of which 
derived their revenues primarily from 
loans made to members or from bonds of, 


or guaranteed by, the Government of 
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Canada or a province, legislation or 


governed by such legislation, or 


(C) incorporated or organized for charitable 
purposes, 

or were corporations or associations no part 

of the income of which was payable to, or 

otherwise benefited personally, any shareholder 


or member thereof; 


Section 73 (Pages 179, 180) -- CO-OPERATIVES 

Section 735 (1 
(39 Z-year exemption. No tax is payable under this 
Part upon the taxable income for each of the first 
3 taxation years after commencement of its business 
of a corporation that commenced business on or 
after January 1, 1947, and that was incorporated 
under provincial legislation respecting the estab- 
lishment of co-operative corporations for the purpos 
of marketing (including processing incident to or 
connected therewith) natural products belonging to 
or acquired from its members or customers, of 
purchasing supplies, equipment or household 
necessaries for or to be sold to its members or 
customers or of performing services for its members 
or customer, if, during the taxation year, 

(a) the statute under which it was incorporated, 
its charter, articles of association or by- 
laws or its contracts with its members or 
its members and customers held forth the 


prospect that payment would be made to them 
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in proportion to patronage, 


(b) none of its members had more than one 
vote in the conduct of the affairs of the 


corporation, 


(c) at least 90% of its members are individual 
and at least 90% of its shares, if any, 


are held by individuals, 


(ad) the rate of interest on capital subscribed 
by its members or the rate of its dividend 


on its shares did not exceed 5% per annum, 


(e) the value of the products marketed for or 
acquired from, supplies, equipment and 
household necessaries purchased for or 
sold to, and services performed for, its 
customers other than members did not excee 
20% of the total thereof for all its 


business, and 


(f) the business carried on by the corporation 
was not a continuation of a previous 
business in which a substantial number of 
its members had a substantial interest, 
either as shareholders of a corporation 
carrying on the previous business or 


otherwise. 


Section 2 
(2) NON-APPLICATION OF PAR. (a), ss. (2), Sec. 81. 


Paragraph (a) of sub-section (2) of section 81 does 
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not apply where the corporation that redeemed or 
acquired its common shares or that reduced its 
common stock is a corporation that was incorporate 
under provincial legislation respecting the estab- 
lishment of co-operative corporations for the 
purpose of marketing (including processing inciden 
to or connected therewith) natural products 
belonging to or acquired from its members or 
customers, of purchasing supplies, equipment or 
household necessaries for or to be sold to its 
members or customers or of performing services 


for its members or customers. 


SECTION 735 (3) 


(3) PROVINCIAL GRANT. Where a corporation that 
was incorporated under provincial legislation 
respecting the establishment of co-operative 
corporations for the purpose of marketing 
(including processing incident to or connected 
therewith) natural products belonging to or 
acquired from its members or customers, of 
purchasing supplies, equipment or household 
necessaries for or to be sold to its members or 
customers or of performing services for its 
members or customers has received a grant from 
the government of a province that was not fixed 
by reference to natural products marketed, supplies, 
equipment or household necessaries purchased or 
sold or services performed by it, 


(a) no amount shall be included in respect 
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of the grant in computing the corporation' 


income for any year, and 


(b) paragraph (h) of subsection (6) of sectio 
20 is not applicable in respect of any 
property in respect of or for the 


acquisition of which it was received. 


Section”"75¥ “(Pages 181, 182; 183, 184) 


PATRONAGE DIVIDENDS 


Section 75 G1) 
(1) Deduction in computing income. Notwithstanding 


anything in this Part, there may be deducted, in 


computing income for a taxation year, the aggregate 


of the payments made, pursuant to allocations in 


proportion to patronage, by a taxpayer. 


Section 


(a) within the year or within 12 months 


thereafter to his customers of the year, 


and 


(b) within the year or within 12 months 
thereafter to his customers of a previou 
year, the deduction of which from income 
of a previous taxation year was not 


permitted. 


a 2 


(2) Limitation where non-member customers. 
Notwithstanding sub-section (1), if the taxpayer 
has not made allocations in proportion to patronage 


in respect of all his customers of the year 
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at the same rate, with appropriate differences 
for different types or classes of goods, products 
or services, or classes, grades or qualities 
thereof, the amount that may be deducted under 
this section is an amount equal to the lesser of 
(a) the aggregate of the payments mentioned 


in subsection (1), or 


(b) the aggregate of 
(i) the part of the income of the 
taxpayer for the year attributable 


to business done with members, and 


(ii) the allocations in proportion to 
patronage made to non-member 


customers of the year. 


Section 75 (3) 
(3) 


Where the deduction of an amount under subsection 


Limitation by reference to capital employed. 


(1) or (2) would result in the taxpayer's taxable 
income for the taxation year (before deduction 
of any amount under section 27 in respect of 
business losses) being less than the amount by 
which 
(a) 3% of the capital employed in the 
business at the commencement of the 
year, 
exceeds 
(b) the interest, if any, paid on borrowed 


moneys (other than moneys borrowed from 
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a bank incorporated under the Bank Act 
or from a corporation or association 
described in paragraph (k) or subsection 
(1) of section 62) and deductible in 
computing his income for the year, 
the amount that may be deducted under this 
section is such as will leave the taxpayer with 
a taxable income (before deduction of any amount 
under section 27 in respect of businesses losses 


equal to the excess. 


Section 75 (4) 


(4) Definitions. For the purposes of this section, 
(a) "allocation in proportion to patronage" for 
a taxation year means an amount credited by a 
taxpayer to a customer of that year on terms 

that the customer is entitled to or will 
receive payment thereof, computed at a rate 
in relation to the quantity, quality or value 
of the goods or products acquired, marketed, 
handled, dealt in or sold, or services rendere 
by the taxpayer from, on behalf of or to the 
customer, whether as principal or as agent of 
the customer or otherwise, with appropriate 
differences in the rate for different classes, 
grades or qualities thereof, if 
(i) the amount was credited 
(A) within the year or within 12 months 


thereafter, and 


(B) at the same rate in relation to 
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Quantity, quality or value afore- 
said as the rate at which amounts 
were Similarly credited to all 
Other customers of that year who 
were members or to all other customers 
of that year, as the case may be, 
with appropriate differences afore- 
said for different classes, grades 
or gualities, and 
(ii) the prospect that amounts would be so 
eredited was held forth by the taxpayer 
to his customers of that year who were 
members or non-member customers of that 
year, as the case may be; 

(b) "capital employed in the business" shall be 
computed in accordance with the First Schedul 
to The Excess Profits Tax Act, 1940, except 
that no deduction shall be made from capital 
in respect of borrowed moneys (other than 
moneys borrowed from a bank incorporated unde 
the Bank Act or from a corporation or 
association described in paragraph (k) of 


subsection (1) of section 62); 


(c) "customer" means a customer of a taxpayer 
and includes a person who sells or delivers 
goods or products to the taxpayer, or for 


whom the taxpayer renders services; 


(d) "consumer goods or services" means goods 


or services the cost of which was not deduct- 
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ible by the taxpayer in computing the income 


from a business or property; 


(e) "income of the taxpayer attributable to 
business done with members" of any taxation 
year means that proportion of the income of 
the taxpayer for the year (before making any 
deduction under this section) that the value 
of the goods or products acquired, marketed, 
handled, dealt in or sold or services rendere 
by the taxpayer from, on behalf of, or for 
members, is of the total value of goods or 
products acquired, marketed, handled, dealt 
in or sold or services rendered by the tax- 
payer from, on behalf of, or for all customer 


during the year; 


(f) “payment" includes 
(i) the issue of a certificate of indebtedness 

or shares of the taxpayer or of a corp- 
oration of which the taxpayer is a 
subsidiary wholly-owned corporation if 
the taxpayer or that corporation has 
in the year or within 12 months there- 
after disbursed an amount of money equal 
to the aggregate face value of all 
certificates or shares so issued in the 
course of redeeming or purchasing certi- 
ficates of indebtedness or shares of the 
taxpayer or that corporation previously 


issued, 
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(ii) the application by the taxpayer of an 
amount to a member's liability to the 
taxpayer (including, without restrictin 
the generality of the foregoing, an 
amount applied in fulfilment of an 
Obligation of the member -to make a loan 
to the taxpayer and an amount applied 
on account of payment for shares issued 
to a member) pursuant to a by-law of 
the taxpayer, pursuant to statutory 
authority or at the request of the 


member, or 


(iii) the amount of a payment or transfer by 
the taxpayer that, under subsection 
(1) of section 16, is required to be 
included in computing the income of 


a member ; 


(g) "member" means a person who is entitled 
as a member or shareholder to full voting 
rights in the conduct of the affairs of 
the taxpayer (being a corporation) or of 
a corporation of which the taxpayer is a 


subsidiary wholly-owned corporation; an 


(h) "non-member customer" means a customer 


who is not a member. 


Section 75 (5) 
(5) Holding forth prospect of allocations. For 


the purpose of this section a taxpayer shall be 
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deemed to have held forth the prospect that 
amounts would be credited to a customer of a 
taxation year by way of allocation in proportion 
to patronage, if 
(a) throughout the year the statute under 
which the taxpayer was incorporated or 
registered, its charter, articles of 
association or by-laws or its contract 
with the customer held forth the prospect 
that amounts would be so credited to 
customers who are members or non-member 


customers, as the case may be, or 


(b) prior to the commencement of the year 
or prior to such other day as may be 
prescribed for the class of business in 
which the taxpayer is engaged, the taxpayer 
has published an advertisement in prescribe 
form in a newspaper or newspapers of genera 
circulation throughout the greater part of 
the area in which the taxpayer carried on 
business holding forth that prospect to 
customers who are members or non-member 
customers, as the case may be, and has 
filed copies of the newspapers with the 
Minister before the end of the thirtieth 
day of the taxation year or within 50 days 


from the prescribed day, as the case may be 


Section 7 a 


(5a) Saving provision. For the purposes of 
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subsection (3), "3% of the capital employed in 
the business at the commencement of the year" 
means, in any case where the taxation year of 
the taxpayer is less than 12 months, that 
proportion of 3% of the capital so employed at 
the commencement of the year that the number 


of days in the year is of 365. 


Section 75 (6) 


(6) Customer's income. Where a payment has bee 
received by a taxpayer in respect of an allocation 
in proportion to patronage (other than an allo- 
cation in respect of consumer goods or services) 
the amount thereof shall be included in comput- 
ing the recipient's income for the taxation year 
in which the payment was received and, without 
restricting the generality of the foregoing, 
where a certificate of indebtedness or a share 
was issued to a person in respect of an allo- 
cation in proportion to patronage, the amount 
thereof shall be included in computing the 
recipient's income tax for the taxation year in 
which the certificate or share was received and 
not in computing his income for the year in 
which the indebtedness was subsequently dis- 


charged or the share was redeemed. 
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